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COMPETITION IN THE AIRLINE INDUSTRY 
AND S. 2312, THE AIRLINE COMPETITION 
ENHANCEMENT ACT OF 1992 



WEDNESDAY, JUNE 10, 1992 

U.S. Senate, 
Subcommittee on Aviation of the 

COMMITTEB on COMMERCE, SCIENCE, AND TRANSPORTATION, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 10 a.m, in room 
SB-253, Russell Senate Office Building, Hon. Wendell H. Ford 
(chairman of the subcommittee) presiding. 

Staff members assigned to this hearing: Carol J. Carmody, pro- 
fessional staff member, and Samuel E. Whitehom, senior counsel; 
and Bill Hughes, minority professional staff member. 

OPENING STATEMENT OF SENATOR FORD 

Senator Ford. I want to welcome all the crowd. I wish this was 
a political meeting for John McCain and Wendell Ford this morn- 
ing. We would have an overflow crowd. 

Good morning, ladies and gentlemen. I have called this hearing 
today to examine some of the ways airlines are competing with 
each other and to hear testimony on Senator McCain's bill, S. 2312, 
the Airline Competition Enhancement Act. 

Prom what I saw the first few d^s of June, no one in America 
is willing to drive anywhere this summer. They were all standing 
in line buying tickets to fly some place. Airfares during the 10-day 
sale were so low that people bought first and made plans later, it 
appears. 

I guess in terms of volume the sale was a success. I am always 
glad to see competition and good prices for the consumer, but I can- 
not help wonder how an industry which is struggling to stay alive 
can afford a price war like this one. 

Some industry observers have chained that the low fares are 
part of a plan by some carriers to drive others out of business, and 
I would like to examine those charges this morning. We have three 
airlines here today who can talk about that, and I am looking for- 
ward to it 

We will also hear testimony about provisions of S. 2312, Senator 
McCain's bill, which deals primarily with computer reservation sys- 
tems or CRS. We have had a number of hearings on this subject 
in the past. Bach time ihe Department of Transportation has SEiid 
they are looking on a rulemaking, so legislation is not necessary. 
In the meantime, the CRS industry has evolved and many of the 
(1) 
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abuses or complaints raised about CRS a few years ago have been 
corrected. 

In the past, we have had legislation before the committee which 
would require divestiture of the systems. Now this latest legislation 
speaks of ending of all bias in the system. I am still not sure that 
legislation is warranted, but I do believe it would be useful for the 
Department to complete its regulations. 

I do not buy the excuse that the administration's regulatory mor- 
atorium has delayed the CRS rules. These rules were overdue long 
before the moratorium took effect. Besides, I expect t^e moratorium 
is selective and does not apply to those very few areas where the 
administration may wish to regulate. 

Another area where the Department has failed to act time after 
time is the area of slots. My bill in 1990 directed DOT to undertake 
rulemaking to provide access for new entrant carriers. There has 
been no final rule issued as of June 1992. This is another situation 
where legislation might not be necessary if the Department would 
fulfill its role and regulate in this area. 

We have a number of very distinguished witnesses this morning, 
so I would like to get started. I hope that their testimony will help 
us first understand what is happening in the industiy, and then 
decide if there is a role for legislation. Mr. Chairman, if you please. 

OPENING STATEMENT OF SENATOR HOLUNGS 

The Chairman. Good morning. The hearing tod^ will focus on 
competition within the airline industry and S. 2312, the Airline 
Competition Enhancement Act. 

We are holding this hearing at a time when the aviation industry 
continues to be in a state of flux, raising concerns about the future 
of this industry. Last year, more than 450 million people used the 
air transportation system. Unfortunately, however, witti the reces- 
sion and the Persian Gulf war, traffic was not as high as expected. 
We know that the carriers lost about $6 billion over the last 2 
years. We have seen Pan Am, Eastern, and Midway close down, 
and Continental, TWA, imd America West all are operating under 
the protection of the bankruptcy laws. With these facts in mind, 
the niture of competition in the airline industry is unclear. 

It is in this context that we must review carefully the legislative 

firoposals before us today. Certain witnesses will testi^ that legis- 
ation to regulate computer reservation systems — CRS's — is abso- 
lutely necessary. These CRS's are now regulated by a set of rules 
established by the Civil Aeronautics Board in 1984. Those rules 
also had a termination date, unless extended by the Department of 
Transportation. Since 1989, DOT has issued an advance notice of 
proposed rulemaking and a notice of proposed rulemaking. It also 
has extended the rules three times, the latest extension occurring 
last month. Finalization of the rules is subject to the presidentially 
mandated regulatory moratorium. I will be interested to hear 
DOTs response to concerns that these rules have not been made 
final in the more than 2 years that DOT has been analyzing the 
issue. 

Witnesses today also will testify that the latest fare war that just 
ended last week constituted predatory pricing and behavior that 
further aggravates the anticompetitive trend in the airline indus- 
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try. I know that this is a highly controversial matter, and one that 
is now the subject of lawsuits in Texas and Illinois. I look forward 
to the discussion today on issues critical to the future of the avia- 
tion industry. 

Thank you, Mr. Chairman. 

Senator FORD. Thank you, Mr, Chairman. We are very pleased 
to have my ranking member here with us this morning, Senator 
McCain. Senator McCain. 

OPENING STATEMENT OF SENATOR McCAIN 

Senator McCain. Thank you very much, Mr. Chairman^ and I 
^eatly appreciate at this very busy time your convening this hear- 
ing today, and I am greatly appreciative of the efforts that you 
have made personally to tiy and ensure that we have true competi- 
tion in the airline industry. 

We are clearly at the critical juncture in determining whether 
any semblance of true competition will survive in the domestic air- 
line industry in the United States. The past 6 weeks have brought 
us to a new crisis stage of commercial aviation in the United 
States. I am profoundly concerned that what we are witnessing is 
not simply a new round of fare wars but a determined and thinly 
disguised effort to bring about the final round of concentration in 
the industry. 

An aviation industry dominated by a few powerful carriers is 
definitely not in the interests of the American public, and it should 
not be accepted as a natural result of market forces by this sub- 
committee, the Congress, the administration, and certainly not the 
American people. 

The accelerating pace of concentration demands that the Con- 
gress take a decisive leadership role to enact a series of specific 
and eminently justifiable measures to eliminate anticompetitive 
forces in the industry, particularly given the fact, as we will see 
today, that the administration refuses time after time to act, now 
hiding behind the thin disguise of the regulatory moratorium. 

Almost 15 years ago, the Airline Deregulation Act spoke, too, 
about explicitly about protecting the public s interest by preventing, 
"unfair, deceptive, predatory, or anticompetitive practices in air 
transportation and the avoidance of unreasonable industry con- 
centration." 

Mr. Chairman, there is a chart up Uiere that was recently print- 
ed in one of the newspapers that shows the concentration in the 
industry. In 1978 you will see others had 39 percent of the air traf- 
fic in .^nerica. That increased in the true period of blooming of air- 
line deregulation up to 41 percent, and we have seen a steady de- 
cline now that the so-called others are at 12.3 percent. 

You will hear in Mr. Shane's statement this morning that the ad- 
ministration obviously views this as a fait accompli, because he 
talks about the liig three," time afler time in his statement when 
the fact is, Mr. Chairman, in 1978 and 1985 there was no big three 
in this country. There was a number of competitive airlines, and 
unfortunately the names like Pan American, Eastern, Air Cal, Air 
Florida — the list goes on and on of distinguished names of iiirlines 
that truly provided competition in this country — are no longer 
there. 
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We need only to look at the disturbing path the airline indusbiy 
has taken since 1985 to be forewarned. Just 7 years ago, 10 air- 
lines accounted for 80 percent of the U.S. market. Today, five air- 
lines control the same share of the market and further delay and 
inaction will definitely make things worse. 

I enjoy being able to purchase lower cost airline tickets, and I 
welcome steps oy domestic carriers to simplify their fare structures 
and offer big savings to consumers. If these overwhelmingly popu- 
lar steps were the primary results of the recent fare wars, I would 
be content today to focus solelv on Uie need to reform computer res- 
ervation systems and expand the use of commuter slots at hi^ 
density ftirports. 

I have another chart to put up, Mr. Chairman, that shows what 
has happened to the airline industry, zind this is taken from an- 
other national media. The chart is of the not so profitable skies, 
showing that every airhne in America is suffering enormous losses. 
As much, according to the statistics, as $6.5 billion since 1991 have 
been lost by the airline industry. Clearly, no industry can survive 
with those kinds of losses, but those with the deepest pockets wiU 
probably survive, 

Cutrate ticket prices are a welcome bargain for travelers, but 
their value will become a bitter memory if predatory pricing strate- 
gies enable Uie industry leaders to effectively become the mdustry 
controllers. We have seen the effects of oligopolies in numerous in- 
dustries in the United States and they do not bode well for consum- 
ers interested in low fares and increased options for ear travel. 

It is inconceivable to me in the face of volumes of testimony and 
evidence on the anticompetitive effect of CRS's ijiat the Depart- 
ment of Transportation has been unable to come forward with their 
final rulemaking on this issue. The GAO, the Department of Jus- 
tice, independent CRS operators, the American Society of Travel 
Agents, and the Department of Transportation itself, have attested 
to the problems wifli many aspects of carrier-owned computer res- 
ervation systems. 

I am especially pleased that the American Sodely of Travel 
Agents is supportive of S. 2312, Euid I will not go over Uie parts 
of the bill again, Mr. Chairman, in the interests of time. 

I also want to mention the need for Congress to increase the op- 
portunities for new and limited incumbent carriers to purchase 
slots at controlled airports. Access to slots at our Nation's high-den- 
sity airports is a key factor to ensuring competitive marketplace. 
This legislation would do so by allowing commuter-designated slots 
to be converted for large jet services use. 

I would like to thank the witnesses and the industry officials 
who will be testifying today. Mr. Chairman, let me just point out 
what I think is incredible as to the view of the administration on 
this issue. Mr. Shane's statement is perhaps the most Orwellian 
that I have heard in the 10 years that I have been a Member of 
Congress. I quote from his statement: 

Now that we have a better undentanding of Just how iiit«asively competitive the 
airline industry has become, it is not apparent why anyone would realistically ex- 



pect a larse number of new camera to appear. 

Mr. Chairman, it is my view that the reason why we enacted the 
Airline Deregulation Act was so that new carriers would appear. 
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Now the administration view is that it is unrealistic for new car- 
riers to appear. I mean, I would surest to you that the adminis- 
tration's position has been one of orauscation, dela^, and frankly, 
the consolidation of an industry which betrays the intent and the 
purpose of deregulation in this country and has led to a recent 2 
years loss of 50,000 jobs of hardworking Americans who would oth- 
erwise be ^infully employed. 

Mr. Chairman, I will save the rest of my comments for the wit- 
nesses. I note that our colleague and friend from Connecticut is 
here, and appreciate him being nere. 

Tharik you, Mr. Chairman. 

Senator Fokd. l^ank you. Senator Bryan, do you have a state- 
ment? 

OPENING STATEMENT OF SENATOR BRYAN 

Senator Bryan. Mr. Chiiirman, in the intetests of time, I would 
like to ask unanimous consent my statement be made a part of the 
record, and I will be anxiously awaiting the testimony of our distin- 
guished witnesses and our able colleague, who is about to enlighten 
us. 

(The prepared statement of Senator Bryan follows:] 

Prepared Statement of Senator Bryan 

Mr. Chairman, thank you (or holding this hearing. Tlie fsaue of csmpetition in the 
airline induaby is of great importance to the entire nation, but there is nowhere 
where it is more important to the local economy than my home state of Nevada. 

Quite nmj>1y, tounsm is tiie lifeblood of Nevada, and the aviation industty ia one 
of uie most important factors in the tourist economy. 

Nevada oflera tourists many attractions, and the tourism industry in Nevada is 
vibrant and exciting. No maUer how great the attraetiona, however, the industiy 
cannot survive if the visitors cannot gA to Nevada, and today, the vast majority of 
tourists arrive by plane. 

As the number of hotel rooms in Nevada continue to increase, particulari^ in Las 
Ve^B, our dependence on eflicient, reasonab^ priced air travel will also mcrease. 
Businesses in Nevada have woriced hard, and invested many dollars, iJuxni^iout the 
yean to develop the ty^ of facilities and infrastructure needed to accommodate an 
immense number of visitorB. In recent years, this investment, combined with other 
attractive features of our state, has created explosive growth. 

Hie current situation in the airline industiy threatens the most im^rtant indus- 
try in my state. Nevada benefits when its visitors benefit, and its visitors beneSt 
from vigorous competition in the airline industiy. My first concern is for the easiest 
and most efficient service to our airports; my second is that this service wiU be 
available at prices people can afford. Both of these are jeopardized by further con- 
solidation of the airiine industry. 

Events like the recent fare wars worty me. Clearly, Uwre will be some benefit ia 
the tourism industry from the low fares. While its eflect on the profits of the airlines 
has not yet been determined, there is little doubt that the increased travel will 
prove a money maker for the hotels, car rental com{>aDiea, and other tourism relat^ 
industries. However, if the price for a summer of increased tourism proves to be the 
further decline, or even liquidation, of any of the weaker carriers, I think the tour- 
ism industry as a whole will suffer. In the lona term, the loss of competition in the 
airiine industty may restrain future growth in uie tourism industiy. 

In an era of deregulation, we cannot protect every carrier, darners with poor 
management, or sometimes just bad luck, will necessarily fail. I have never been 
a strong supporter of deregulation, but if the industry is to remain deregulated, it 
is important that the industiy be competitive. 

If Congress is to act to ensure competitiveness in the airline industiy, it must act 
soon. Uiuess the industry comes around soon, it is clear that further conaolidatioa 
will take place, a development which I believe will eventually prove harmful to my 
state, and the rest of the nation. 

I mdk forward to hearing the testimony of Uie witnesses. 
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Senator Ford. Thank you. Senator Hasten. 

OPENING STAI^MENT OF SENATOR KASTEN 

Senator Hasten. Mr. Chairman, let me just very briefly say that 
I share the concern iind the frustration just eroressed hy my friend 
from Arizona, Mr. McCain, and I am pleased that we are taking 
up once again this subject of aviation competition and in particular 
the issue of slots, and also the issue of computer reservation sys- 
tems. 

The frustration is in part because when I look at this witness hst 
we have got in many cases exactly the same people, certainly the 
same organizations, and the same Department of Transportotion 
and the same witness that we have had before us. It is the same 
cast of characters, if you will, that we have had before and tried 
to work with in different ways, and yet there has been no definitive 
action on slots or on the computer reservation system. 

Now we have got tiie President's moratorium as the latest reason 
for delay, 1 am told. But we have had delay upon delay upon delay, 
and all sorts of eflforts made to confuse and disrupt me overall ef- 
fort, so todf^ we are here to look once again at what can be done, 
to listen to the testimony as to any of the modifications that can 

fet us to a piece of legislation, if in fact that is necessary, that can 
e enacted. 

It has been a Ions road, it has been a frustrating road, it has 
been a difficult road. The cosponsorship that many of us have of 
S. 2312 is the result of that frustration, of that concern that the 
administration has not been willing to act and to deal, notwnth- 
standing the fact that others — well, that Mr. Shane and others 
have said before us in the past — they are trying to move toward 
certain solutions to these kinds of problems, and so I look forward 
to the testimony, but I also share the concern which has been dis- 
cussed here today to all the committee members. 

Thank you, Mr. Chairman. 

Senator Ford. Thank you. 

We are delighted to have the distinguished Senator from Con- 
necticut, Uie former outstanding Attorney General, my friend Sen- 
ator Lieberman. We would be delighted to have your testimony, 
Senator. 

STAIIBMENT OF HON. JOSEPH L LIEBERMAN, U^. ^NATOR 
FROM CONNECTICUT 

Senator Lieberman. Thank you very much, Mr, Chairman and 
members of the committee, for permitting me to testify this morn- 
ing on S. 2312, the Airline Competition Enhancement Ax;t of 1992. 

I am pleased to be an original cosponsor of this legislation along 
with the Senator from Arizona, Senator McCtiin, and Mr. Chair- 
man, I appreciate the mention of my past, because it is probably 
most importantly from that perspective as a former Attorney Gen- 
eral and from the viewpoint of consumer protection that I come to 
this issue and to this hearing. 

I know that it seems strange and in some sense anachronistic to 
be raising concerns about airline competition at a time when air- 
line price wars bring us the lowsst fares that we have seen in 
years. 
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As a consumer, of course, I hope that trend continues. Competi- 
tion is what airline dere^lation was supposed to be all about. By 
lowering fares, competibon has over the years enabled probably 
millions of people who rarely or ever flew to travel on vacations or 
to see lovea ones, and that is the way it ought to be, Mr. Chair- 
man. 

When the Governmental Affairs Committee's Consumer and En- 
vironment Subcommittee held a hearing on this topic in Februaiy 
we entitled it "Few Airlines, Higher Fares?" Our concern was witn 
the round of closings cuid mergers in the ziirline industry, reducing 
it to basically three strong airlines, with others in some difficully, 
as Senator McCain and others have indicated. 

Of all the airlines created afler deregulation, only one continues 
to exist, and that one is in bankruptcy. We asked the question 
about what tJiat meant for consumers— did it mean'that competi- 
tion was declining, so that with the normal working of the market- 
place consumers could expect higher fares? Subsequent events 
since February have clearly demonstrated that fare wars can still 
happen, but I think we still need to ask ourselves: are these bar- 
gain fares competition at work, or are they simply the final throes, 
the "going-out-of-business" bargfiins of an industry that is in seri- 
ous trouble? 

The critical question, I think, is can long-term competition, which 
for consumers means good service and fair prices, be salvaged in 
the airline industry? Airline deregulation was founded on the 
premise that the airline industry would always be fully competitive 
with easy entry into it and exit out of the business. But if competi- 
tion falters and the airline industry includes only a few Eiirlines in 
regional monopolies, then I am afraid airline travelers are going to 
be the big losers and that fares will just continue to go up, up, and 
away. 

S. 2312 is {limed at tackling two problems that have been identi- 
fied as anticompetitive effects in the airline business. The first, of 
course, is the computer reservation systems which are used by 
travel agents to book flights, and the second is the limits on takeoff 
and landing slots at the four high-density airports. 

Mr. Chairman, since we introduced S. 2312, Senator McCain and 
I have continued to work on it, taking into consideration the com- 
ments that we have received from a number of participants in the 
industry from airlines to travel agents to consumers. Our goal here 
is not to penalize any specific companies or to favor others, and I 
want to stress that. 

The amendment we filed last week on this bill reflects chamges 
that we think are necessary, and I am very pleased to say the 
amended bill has now drawn support from across the aviation and 
travel industry, including not only the CRS providers — other than 
the two largest, Sabre and Covia — but also airlines such as Delta 
and Northwest, the two travel associations, ASTA and ARTA, and 
consumer groups such as the Consumer Federation of America and 
the Aviation Consumer Action Project. We are very grateful for this 
broad support and take it as proof that this bill now really is 
proconsumer and procompetitive. 

Mr. Chairman, CRS systems as you well know are a minor con- 
cern of S. 2312, not just because Senator McCain and I and others 
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have focused on it, but the Department of Transportation itself 
stated in March 1991 in its notice of proposed rulemaking that 
CRS vendors, "^ave the ability and incentive to use their continu- 
ing market power to prejudice airline competitors by raising the 
competitor's cost and diverting traffic" — and that is the DOT. 

The DOT found that each CSS system, "controls access to most 
of its subscribers and at least the larger systems have a monopoly 
in certain regional CRS markets." 

The Department of Justice has also alleged that each CRS sys- 
tem has a monopoly over access to its subscribers since few agen- 
cies use more than one system, and it is the control over a travel 
agent base that can only be accessed through a particular CRS that 
gives a CRS operator the ability to adversely affect competition be- 
tween airlines. 

As amended, S. 2312 takes what I think is an important step for- 
ward in combating competitive abuse of CRS's, and it does it in a 
balanced way. The bill requires the CRS operator to eliminate what 
has been called "architectural" or "functional bias," and I am 
pleased to say that as I understand it Americam and Covia have 
both stated that tJiey do not oppose the principle of equal 
ftinctionality as a requirement 

However, requiring equal functionality on those computer sys- 
tems addresses only one-half the problem. Remember what DOT 
said in its rulemakingprocess: CRS operators prejudice competitors 
both by diverting tri^c, which is the problem addressed by equal 
functionality, and by raising costs. 

S. 2312, as amended, confronts the issue of raising competitor's 
costs t^ allowing arbitration of booking fees. Now, Mr. Chairmfm, 
I must say that! am generally reluctant to place limits on pricing 
in our market system, but in this case I do not see an alternative. 
That still puts a break on CRS's market power. Arbitration just 
gives an option to a competing airline that feels that it is being im- 
properly treated in booking fees. 

S. 2312, as amended, also attempts to rein in monopoly problems 
by limiting the CRS operator's control over an airline's access to its 
subscriber agents. It does this by both placing limits on contractual 
terms the CRS operator can impose on a travel agent, and by re* 
quiring CRS operators to allow the use of third-party equipment to 
access their systems where technically feasible. 

For the most part, we have not really plowed new ground in the 
proposals in this bill. All the limitations on CRS travel agent con- 
tracts, except the provision for liquidated damages, were actually 
proposed by the Department of Transportation in its March 1991 
proposed rules, as were the provisions permitting travel agents to 
use third-party hardware to access a CRS system. 

Mr. Chairman, much of what we propose to accomplish in this 
l^slation in fact could already have been done by DOT if it had 
the will to complete its rulemaking in a timely manner. Unfortu- 
nately, there remains no indication that the Department will do so. 
Prompt action has not been DOTs hallmark in dealing with the 
competitive problems caused by the CRS's. I take it that my col- 
league from Wisconsin would agree with that understatement. 

Senator Kasten. I would agree with that understatement. 

Senator Lieberuan. Thank you. 
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DOT first confirmed the existence of this problem in 1988, 4 
years ago. It studied and reconfirmed them tigain in 1990. Its pro- 
posed notice of rulemaking in March 1991 again confirmed that 
competitive problems caused by CRS's still exist. Its conclusions 
have been buttressed by several GAO studies, by a study in the 
National Academy of Sciences and by tJie Department ot Justice, 
so this is not any seat-of- the-pants casual indictment here. 

Despite study upon study upon study, DOT has yet again post- 
poned any action on a final rule. When I testified before the Gov- 
ernmental AFTairs Committee's Consumer Subcommittee in Feb- 
ruary, DOT projected tJiat it would complete its CRS rule, the final 
rule, this summer. Well, Mr. Chairman, I regret to say that that 
date has again slipped, this time to December of this year, so I be- 
lieve that we cannot really wait any longer for DOT to act in this 
area that is very important to American consumers and American 
business. 

Because we rely on air traffic so much, the time has come for 
Congress to step m and legislate the reforms necessary to rein in 
the monopoly power of CRS operators and to lower the barriers to 
new entry and competition in the airline industry. This is really a 
case of looking beyond the immediate where fare wars are going on 
to the longer term health of an industry that is vital to the econ- 
omy of America and vital to the concerns of America. 

Mr. Chairman, I urge the committee to move to mark up S. 2312 
as it has now been amended, and I thank you again for your inter- 
est in this subject and for permitting me to testis this morning. 

Crhe prepared statement of Senator Lieberman follows:] 

Prepared Statement or Senator Lieberman 
Mr. Chairmain, I thank you and the memberB of the Committee for permitting me 

to testify today regarding S. 2312, the Airline Competition Enhancement ^t of 

1992, of which 1 «m pleaaed to be an original cosponsar. 
It seems almost anadironistic to be raising concerns about airline competitioQ at 

> time when airUne price wars bring us the lowest fares we've seen in years. As 



a consumer, I hope tms intense competition continues. Competition is what airline 
deregulation was all about, Bv lowering fores, competition has enabled thousands 
peAaps millions — of people who rarely or never flew to travel to see bved ones or 
to vacation anywhere in our countiy. 

When the Governmental Affairs Committee's Consumer and EnvironmeDtal Af- 
fairs Subcommittee held a hearing during February entitled "Fewer Airlines, Kigber 
Fares?" I was concerned about whet the recent round of closiogB and mergers would 
mean for consumen. Did this mean that competition was declining so that cr-"— 



era should expect hi^ier fares? Subsequent events clearly demonstrate that fare 
wars can stUl nappen, but we need to ask ourselves; "Are these bargain fares com- 
petition at work, or are th^ simply the fina] throes, the "going out of business' bar- 
gaina of an industry in serious trouble?" 

'Hie critical question, as I said at the Februaiy hearing, is; "^an long-term com- 
petition — whidi for cooaumen means good service and fiir prices — be salvaged in 
the airline industry?" Airiine deregulation itself was founded on the premise that 
the airline industiy would always be fiilW competitive, with easy entiy into, and 
exit out of, the business. If competition falters, and the airline industry includes 
onlv a few airlines in regional monopolies, consumers will be the big losers. Fares 
will go *uj), up and away. 

S. 2312 tacUea two problems identified as having strong anticompetitive effects; 
the computer reservation systems used by travel agents to book flignts. and limits 
on takeoff and landing slots at high density airports. 

Since we introduced S. 2312, lldr. Chairman, Senator HcCain and I have contin- 
ued to woHe on it, taking into consideration the comments we received from a num- 
ber of participants in the industry, from airlines to travel agents to consumers. Our 
go«l here ii aot to penaliie aiqr specific companies or to favor othert. The amend- 
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induatiy, includips not only CRS providers other thao the two largest. Sabre and 
Covia, but also airiines auch as Delta and Northwest, the two travel afliNita' asaoeia- 
tions, ASTA and ARTA, and consumer groups sudi as the Consumer federation of 



America and the Aviation Consumer Action Project. We are grateful Tar tfaia broad 
support — and take it as proof that our bill is r^lly pro-conaumer and pm-coinpeti- 

CRS systems are a major concern of S. 2312 because, as the Department of Traa»- 
portation stated in its March 1991, Notice of Proposed Rulemaking, CRS vendon 
nave *the ability and incentive to use their continuing maricet power to prejudice 
airline competitors by raising the competitars' colts and diverting trafEc. DOT 
found that eadi CRS system controls access to most of its subscriMra and that at 
least the larger systems have a monopoly in certain regional CRS marfceta.' 

Hie Department of Justice has alleged that each CHS system has a monopoly over 
access to its subscribers, since few agencies use more than one system. It is tlie cod- 
tivl over a travel agent base that can only be accessed throu^ a particular CRS 
that gives a CRS operator the ability to adversely aflect competition between air- 
As amended, S. 2312 takes an important step forward in combating competitive 
abuse of CRSs. "niis bill requires a CRS operator to eliminate what has been called 
"architectural' or 'functional" bias. I am pleased to say that American and Coida 
have both stated they do not oppose an equal functionality recruirement. 

Requiring equal functionality, however, oaiy addresses half of the problem. Re- 
member what DOT said in its rulemaking notice: CRS operaton prejudiced comp^- 
tora botii by diverting traflic — the problem addressed by equal functionality — and by 
raising casts. S. 2312, as amendett confltints the issue of raising competnora* costs 
by allowing arbitration of booking fees. While I am generally retuctant to place any 
limits on pricing, I see no alternative that still puts a brake on a CRS" market 

S. 2312, as amended, also attempts to rein in monopoly problems by limiting a 
CRS operator's control over an airime's access to its suDscriber agents. It does wis 



both by placing Hits on the contractual terms a CRS operator can impose o: 
el agent to lock the travel sgent into a single CRS syst ' ' 

operators to allow the use oi Uiiid party equipment to a 



technically feasible. 

For the most part, we have not plowed new ground in these proposals. All the 
limitations on CRS/rravel Agent contracts, except the provision dealing with Uq- 
uidated damages, were proposed by the Department of Transportation in its Manji 
1991 proposed rules, as were the provisions permitting travel agents to uae third 
party hardware to access a CRS system. 

Mr. Chairman, much of what we propose to accomplish in this le^alatkm could 
already have been done by DOT, if it had the will to complete its rulemaking in 
a timely manner. Unfortunately, there is no indication that the Department ww do 



froblems caused by CRSs. DOT first confirmed the existence of titese probiei 
988. It studied — snd reconfirmed — them again in 1990. Its Notice of Proposed 
Rulemaking in Maidi 1991 again confirmed that competitive problems caused bj 



m^tal Aflairs Committee, DOT projected it would complete its final CRS rule thl* 
summer. That date has slipped yet again to December. 

Mr. Chairman, I believe we can no longer wait for DOT to act. The time has come 
for Congress to step in and legislate the reforms necessary to rein in the monopoly 
power of CRS operators and to lower the barriers to new entty and competition in 
uie airline industry. I urge the Committee to move to markup S. 2312, as amended. 

Senator FoRD. Thank you very much. Senator Lieberman. Does 
anyone have any questions of the Senator? 

Senator McCain. I would just tike to thank Senator Lieberman, 
and particularly note the perspective that he brings to this issue 
from his past experience as an attorney general, and being heavily 
involved in consumer issues. He mentioned that the subject of the 
hearing that be bad was, will fewer tiirlines mean higher fares? I 
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wonder if maybe now it would be Darwinism in the sky kills air- 
lines. That seems to be what it has evolved into. But I am espe- 
cially appreciative of the insight that he brings to this issue, and 
appreciate very much all of his efforts. I thank you, Mr. Chairman. 

Senator Lieberman. I thank my colleague. 

Senator Ford. Does anyone have any questions of the Senator? 

[No response.] 

Senator Ford. Thank you, Senator Lieberman. We have been 
joined by two other Members. Senator Stevens, do you have an 
opening statement you would like to make? 

OPENING STATEMENT OF SENATOR STEVENS 

Senator Stevens. Mr. Chairman, I had a nice, long, opening 
' statement 

Senator Ford. We will put it in the record. 

Senator Stevens. I will summarize by saying, I do not think any- 
one has the same interest in this hearing that Alaskans do. We 
have one-fifth the size of the United States. We have 12,000 miles 
of roads. I have got reported a 6-month loss for our major carrier, 
and the other carrier has declared bankruptcy. And I was told yes- 
terday that all of the airlines that serve Alaska are in danger of 
following the same, and having the same impact as far as their fi- 
nancial difficulties. 

I cannot tell you how much I support this bill. The only thing is, 
I hope that in the process of this hearing, we will decide to go fur* 
ther. I do not think the bill goes far enoi^, iind I will develop that 
later. Thank you. 

[The prepared statement of Senator Stevens follows:] 

Pbepared Statement of Senator Stevens 

Mr. ChBirman, while 1 agree in priDciple with the thiust of S. 2312, the Airline 
Competition Enhancement Act of 1992, I do not believe that this legislation goes far 
enou^. 

In my State, Alaska, air trans poitation is vital to our survival. Alaska has one- 
fifth of the land mass of the entire United SUtes, yet we have onlv 12,000 miles 



of roads. Because we have so Tew roads, over 70 percent of Alaskas communitiea 
;an only be readied t^ air. 
Rural America has a unique dependence on aviation, for deliveries of mail and 



n only be readied t^ air. 

"ura! America has a unique depeni . ... 

n food. It is crucial that regional carriera be kept viable. 

But even the regional carriers are oow in trouble. Our miyor r^onal carrier, 
Alaska Airlines, has report«d record losses for the first 6 months of this j^ear. In 
addition, on Tuesday of this week, Alaska's Markair declared bankrupt<y. This could 
have a profound impact oo service in our State — and on the cost of essential air 
service to the Federal Govemmsnt. 

And just yesterday, I was told that an airline analyst predicts the failure of three 
of the airlines serving Alaska now. 

I believe the current situation cannot be allowed to continue. Issues like predatoiy 
pricing and the transfer of assets in bankruptt? — like the sale of Pan Am's Los An- 
geles-Mexica City mute to United — must be addressed for their anticompetitive im- 

There is one other issue of particular importance to Alaska which I believe needs 
to be addressed. Just a few weeks ago. Delta announced its decision to stop service 
to Juneau during the nonsummer months. Delta is not alone— a number of Lower 
48 carriers only ily tji Alaska during the peak summer months, leaving Alaska Air- 
lines and Hariiair tji provide service durino the lean winter months. This situation 
is not fair to Alaskans, and it is not fair to Alaska's airlines. 

Unfortunately, the Oflice of the Assistant Secretary for Policy and International 
Affairs at the Department of Transportation is unable to resolve these issues be- 
cause that oflice Has been assigned conflicting tasks. Internationally, the oflice is 
ruponaibW for representing America's major air carriers in intemational negotia- 
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tioiu. DomcBticallv, the ofBce Ib supposed to ignore its commitment to those m^ 



i believe that these two goals ore contradictoTy, and ultimate^ stifle the Asnstut 
Secretaty's abiUty to act. I would like to see the reHponaibilitieB of that ofBce divided 
between two offidals — one to woric on international policy and the other to work on 
domestic polity. Then perhaps, some of these concema could finally b^in to be ad- 

As I have said, I believe tiiis is an outstanding bill — but I think it can be made 
even better. I look forward to working with Senators Ford and McCain to ensure 
passage of legislation which truly meets the needs of America's ailing airline indus- 
try. 

Senator Ford. We have been joined by the diBtinguished ranking 
member of the Aill committee. Senator Danforth, do you have a 
statement? 

OPENING STATEMENT OF SENATOR DANFORTH 

Senator Danforth. Mr. Chairman, thank you veiy much. It is 
not possible to live in my State or to represent my State without 
si)ending a lot of time on TWA. And it is not possible to fly on TWA 
without being asked by every airline pilot and fli^t attendant I 
see about the future of that airline. I do not know what the future 
of that airline is. I know that it is hanging on now, I guess, for 
dear life. And this is clearly an emergency situation. 

We have been suggesting legislation now for several years, and 
it is time for Congress to try to do something, I think, with respect 
to this present, dismal situation in the airline industry. 

Senator FORD. Thank you. The second witness this morning, 
then, is Jeffrey Shane, Assistant Secretary for Policy and Inter- 
national Affairs, Department of Transportation. 

STATEMENT OF JEFFREY N. SHANE, ASSISTANT SECRETARY 
OF TRANSPORTATION FOR POUCY AND INTERNATIONAL 
AFFAIRS, DEPARTMENT OF TRANSPORTATION 

Mr. Shane. Thank you very much, Mr. Chairman. Yes, I have 
listened with enormous interest to the opening statements, and I 
guess all I can say to Senator Hasten is that nobody wishes more 
than I that you had a different DOT witness this morning. Senator. 

Mr. Chairman, it is always a privilege to appear before this sub- 
committee, and it is a privilege this morning to comment on provi- 
sions of S. 2312, and the state of competition in the airline industiy 
today. I have a longer, prepared statement which I would ask your 
permission to insert in the record, and I would ask permission to 
summarize that statement. 

Senator Ford. Without objection. I was reading your statement 
here — a couple of items that have been highli^ted. And I was so 
intrigued that I forgot to — it is the same thing I read last time. 
[Laughter.] 

Mr. Shane. The airline industry, Mr. Chairman, is facing chal- 
lenges unlike anything we have witnessed since the early days of 
deregulation. The industry's recent history, to be sure, is character- 
ized Dy a lot of bad news. But a lot of good news has essentially 
gone unnoticed. Even with fewer airlines than we had a few years 
ago, the level of competition has not declined, and airfares continue 
to be a bargain. Even before the widely publicized fare wars that. 
b^an in ^ril, inflation-adjusted domestic Eurfares had continued 
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their long-term downward trend, and for the year ending December 
31, 1991, were at their lowest level ever. 

But, most importantly, we are now seeing clear evidence of new 
pressures that will assure the continued competitiveness of the in- 
dustry in tJie future. While I understand your concerns and those 
of other Members, I believe the information I will present this 
morning will illustrate why the Department strongly opposes S. 
2312, and why regulatory and not legislative action is more appro- 
priate to the issues facing the airlines and their customers today. 

There is good reason to think that the U.S. airline industry is not 
going to have its prices set at noncompetitive levels. Moreover, the 
evidence su^ests that ihe big three airlines — and, yes, there can 
be no denying that we do have a big three — may find it difficult, 
regardless of their size, to increase their relative positions in the 
face of pressures by growing, smaller airlines, particularly low-cost 
airlines. The large airlines will have to reduce costs if they are to 
continue to grow and prosper in the domestic market The end re- 
sult will be continued good service for the traveling public at highly 
competitive prices. 

The ongoing debate Eibout the competitiveness of the £iirline in- 
dustry has changed direction a couple of times in recent years, and 
I believe the debate is about to take still another, fundamental 
turn. But, once again, we think it is a positive one. I believe that 
few would dispute that the airline industry is, in fact, very com- 
petitive today, but the debate has now shifted to whemer tiie in- 
dustry will remain competitive. 

That concern hinges on the assumption that the big three have 
such a competitive advantage that they will have the abihty to 
weed out rivals. In fact, as the deregulation process continues to 
evolve, it is beginning to become clear that the big three airlines 
are not in a position to dictate the future of the domestic air trans- 
portation system. 

First, we should remember that in spite of all the consolidation 
that has occurred, we still have nine major passenger airlines. That 
is to say, major passenger airlines with revenues of over $1 billion 
each per year. That is important, because the key to increasing 
competitiveness in recent years has been the expansion of the air- 
lines' networks. The remaining nine major carriers will continue to 
expand. While one or more airlines may fail, we can reasonably ex- 

§ect most to succeed, giving us one reason to conclude that the in- 
ustry will remjiin competitive. 

A second source of future competition is the growth of low-cost, 
point-to-point service. Southwest Airlines is the prime example of 
this powerful new competitive force. Southwest is now, by far, the 
fastest Rowing domestic airline, and is also the lowest cost airline 
by a wide margin, except for America West, whose costs are com- 
parable. 

Wherever Southwest operates, it charges such low fares that 
other carriers, including the big three, have to follow suit. Wher- 
ever they compete it is Southwest, not one or more of the big three, 
that regularly sets the price. Today, Southwest sets the price in 
markets that account for, in the aggregate, over 20 percent of our 
domestic passenger trips. It current^ serves California, the South- 
west region of tne country, and is now expanding in the Midwest 
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I am not suggesting to you that the survival of the larger airlines 
is threatened^ Southwest, or that Southwest Airlines alone will 
provide all of the competitive discipline the industry needs in the 
future. But I am suggesting that as a consequence of low-cost, 
point-to-point service, tne big three are not in the position to domi- 
nate domestic markets. Rather, they must find a remedy to their 
serious disadvantage in operating costs. 

In addition to Tow-cost carriers like Southwest and America 
West, a number of smaller carriers are quietly developing their 
own operating systems. For example, Alaska Airlines is rapidly 
growing, and will soon be large enough to be classified as the lOu 
miyor airline. Even smaller successful airlines such as Midwest Ex- 
press are gradually, but consistently, building a competitive pres- 
ence. 

In relative terms. Midwest Express is still a very small airline, 
but its service has rapidly expanded over the past 3 to 4 years. 
Alaska Airlines, Midwest Express, and Southwest all have dis* 
pelled the idea that only the big airlines can earn profits in this 
market. These three airlines have been among our most profitable 
for several years now. 

Another component of competition in the future which cannot be 
dismissed is new entry. Today, the notion of new entry is almost 
automatically rejected out of hand by many industry observers. We 
are all fully aware of the lack of significant new entry into the do- 
mestic airline system in recent years, and this is often regarded as 
a failure of deregulation. I think, however, it is more a testament — 
and this is the Orwellian passage to which Senator McCain re- 
ferred — to the very high degree of competitiveness in the deregu- 
lated industry. 

Now that we have a better understanding of just how intensely 
competitive the airline industry has become, it is not apparent why 
anyone would realistically expect a large number of new carriers to 
appear. The point. Senator McCain, is that it is just not an easy 
industry to make money in. And that is a deterrent to the new 
entry that we would have otherwise expected. 

But new entry is not dead. I can tell you that at tJie Department 
of Transportation, we see applications for new entry into this busi- 
ness on an almost weekly basis. New firms are regularly submit- 
ting plans to start new, small airlines. Many never start up, but 
others do. Some are commuter carriers. Some are charter carriers. 
Some are in the cargo business. And some are small, schediUed 
passenger airlines. Based on our experience over the past few years 
and this year, I believe this constant flow of new entry will con- 
tinue. These new carriers are constantly seeking niches where the 
current industry structure can be exploited. We see that happening 
today by existing carriers, and once the restructuring process rung 
its course, if indeed that ever happens, then the pace of new entry 
will almost certainly pick up. From time to time, some of these new 
airlines will find a niche that they can use as a springboard to es- 
tablishing a truly meaningful, competitive presence. 

The established airlines have acknowledged these growing 
sources of competition and are not acting as they would if the in- 
dustry were indeed headed toward oligopoly. The trade press is rife 
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with announcements of long-range, cost-cutting campaigns by all 
airlines, including the big three. 
These cost reduction efforts signal recognition of new competitive 

firessures, but they also represent an acknowledgement by the air- 
ines that fares must be kept low if the demand for domestic air 
travel is to continue to grow. I think that the airlines will find 
ways to keep their costs down, to keep traffic growing, and to re- 
turn toprofitability. 

Mr, Chairman, my prepared testimony shows statistics which are 
relevant to all of this discussion. I will just quickly summarize 
those. First, the number of markets in this counby continued to in- 
crease in 1991, despite tiie effects of the recession and the demise 
of Eastern Airlines at the beginning of 1991. That is to say, it is 
important not to think of this country as a single market, Dut as 
a collection of markets — 20,000 city-pair markets, in fact. That 
number has increased. It has increased since 1988 by 2,600 mar- 
kets, and it has gone up by 9,400 markets since 1984. 

Second, intense competition is moving into even smaller markets. 
During 1991, the average density of markets with the most intense 
competition, that is to say, markets with five or more competitors, 
was less t^an 100 passengers a day. Years ago, you would have 
had to have memy, many more passengers than that in a city-pair 
market in order to support five competitors. 

Third, the number of markets in 1991 with three or more com- 
petitors continues to be higher than in 1988, and is more than 2V2 
times the number that we had in 1984. 

Finally, fare premiums at connecting hubs show virtually no 
change from 1988 to 1991, that is to say, about 19 percent. And the 
proportion of total passengers that are affected by those fare pre- 
miums remains the same; that is to say, about 5 percent of total 
passengers in the U.S. domestic market. 

Tunung to financial performance, certainly it has been a bleak 
period for the airline industry during the past 2 years. But while 
the industry has a long way to go to return to em acceptable level 
of profitability, we are confident that it will succeed. Certainly, a 
weakened economy has affected the profitability of the airline in- 
dustry, but I do not think the committee should overlook another 
important effect, and that is the increasing globalization of the U.S. 
airline industry today. 

Globalizing a route system is a very expensive process involving 
both enormous startup costs and always operating losses as newly 
acquired routes are developed and marketed. That process, which 
is an important feature of what the airline industry is doing today, 
has clearly had a disproportionately downward influence on profits, 
but that is an influence that will not be repeated beyond the near 
term. 

I am encouraged that all three airlines that are now in bank- 
ruptcy showed considerable improvement in the first quarter, com- 
pared with the previous quarter. And two of those carriers were 
virtually at operating break-even during the first quarter of this 
year. Industry earnings beyond the first quarter of 1992, of course, 
are very uncertain. That uncertainty stems from the very broad- 
based revisions to airline pricing that occurred in early April, when 
American Airlines introduced a simplified fare structure. 



Digitized byGoOgle 



16 

Whether American's new fare structure will produce more reve- 
nue for the industry is difficult now to evaluate. American has indi- 
cated that it did not believe that average fares would change very 
much, but that more people would fly. Business travel, in particu- 
lar, would be stimulated as these travelers could make flexible ar- 
rtrngements at more reasonable prices. 

The only results we have to date show that for Ap^1> domestic 
yields were 8.5 percent higher than in April 1991, offsetting a 5.3- 
percent decline in traffic, thereby producing a 2,8-percent increase 
in revenue. The April yields were also sli^tly hi^er than this 
year's March yields. That limited evidence may suggest that the 
new fare structure did, indeed, attract additional business travel 
and more revenue to the market. But that news, of course, is now 
stale because of a series of fare wars starting in late April, and con- 
tinuing into late May, when American cut its lowest mscount fares 
in half 

While those lower fares will certainly cause yields to decline, we 
cannot know how much revenue will be lost because nobody knows 
what proportion of Uieir seats particular airlines committed to the 
lower fares. All indications are that whatever capacity the airlines 
decided to offer at those low fares was quickly sold out. And what- 
ever the ultimate impact for now, the airlines quickly pulled in ad- 
ditional revenue for travel that will be occurring over the course of 
tJie summer. 

Now, please let me turn to S. 2312, and address the computer 
reservations systems issues, first. Airline computer reservation sys- 
tems — CRS's — are an indispensable means by which travel agents 
make booking and receive information on schedules, fares, and 
seat availability. In 1984, the Civil Aeronautics Board, supported 
by the Department of Justice, found that certain airlines were 
using their control over CRS to handicap airline rivals. The CAB 
adopted rules that have been in effect and enforced by the Depart- 
ment of Transportation with only slight modifications ever since. 

Although the current rules have neen effective in dealing with 
certain problems, there have been calls for more regulation. Con- 
troversy has persisted over practices that were deliberately left un- 
regulated, and others that have come to be seen by some parties 
as new impediments to airline competition. The Department has 
looked at the evolution of the CRS industry over several years, 
publishing a m^or study in 1988, and another report in 1990. 

On March 26, 1991, we issued a notice of proposed rulemaking 
that proposes several modifications to the present rules, and that 
requested comment on other proposals. The rules had been sched- 
uled to expire on December 31, 1990, but they have been extended 
until December 11, 1992, to give us more time to complete that 
rulemaking, 

Mr. Chairman, given the ongoing nature of the Department's 
rulemaking, I am sure you will understand that I cannot comment 
in detail on those provisions in S. 2312 that deal with CRS. As a 
matter of policy, however, the Department strongly opposes a legis- 
lative response to CRS regulatory issues. The CRS industry contin- 
ues to evolve, both in terms of technology and market structure. 
The development of hostless CRS's and the improving communica- 
tion linkages between CRS vendors and participating airlines are 
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already workine to reduce any unfair competitive advantages that 
may result sole^ from CRS ownership. 

iTie CRS industry, moreover, is becoming truly global, and the 
U.S. vendors are establishing joint ventures and marketuig agree- 
ments with foreign air carriers. Premature leraslative action to cor- 
rect currently perceived problems could result in additional costs 
and reduced service for subscribers, participating airlines, and CRS 
vendors with few, if any, offsetting benefits for consumers. 

Turning to (he slot provisions of S. 2312, section 2 would allow 
an airline with fewer that 12 air carrier slots at a high-density air- 
port to use commuter slots to provide service with large jet aircraft. 

Mr. Chairman, as you know, the Department is now considering 
more efficient methods of allocating existing capacity at all hi|^- 
density airports to improve competitive opportunities for new en- 
trants. We initiated a rulemaking, pursuant to the Aviation Safely 
and Capacity Expansion Act of 1990, to consider that issue. A sup- 
plemental NPRM concerning slot allocation and transfer methods 
at high-density traffic airports was published on September 13, 
1991. 

Another approach to the use of commuter slots for large aircraft 
operations is a rule published by the FAA last Aiurust, apphcable 
specifically to O'HEU'e International in Chicago. Under that rule, as 
adopted, the FAA will permit a limited nuirmer of commuter slots 
at O'Hare to be used by jet aircraft having a maximum seating ca- 
pacity of up to 110 passenger seats. 

The FAA will limit the number of commuter slots available for 
operation of such aircraft to 25 percent of each operator's commuter 
slots at O'Hare, and limit the number of such operations in any 
half hour period. The rule will remain in effect for a 2-year period 
to allow the FAA to evaluate the effect of the change on the oper- 
ation of the airport and the air traffic facilities. 

I believe that these kinds of approaches are better ways than 
mandated legislation of trying to provide additional opportunities 
for new entrant airlines or small incumbent carriers to obtain slots 
from commuter airlines or others. 

Finally, Section 4 of S. 2312 would add language to Section 419 
of the Federal Aviation Act to prevent the Department firom consid- 
erii^; slot availability in setting EAS — essential air service— guar- 
antees. It would Eilso require the Department to ensure sufficient 
slots are available to the carrier providing, or selected to provide 
such service. However, slots would not have to be made available 
at O'Hare if the number of available EAS slots is at least 132. 

Finally, the section would amend current law to clarif>' that an 
air carrier suspending service to an EAS community could not keep 
slots associated with the service unless they were being used to 
provide basic, essential service to another EAS community. 

Slots at O'Hare are a scarce resource and should be used in an 
efficient manner to benefit all communities. When sufficient access 
to the national tnmsportation system can be provided through 
other regional airports, allocating additional slots at O'Hare to EAS 
communities near Chic^o may not be, in our view, a wise use of 
these scarce resources. 'Hie Department is not in a position to cre- 
ate new commuter slots and, as I stated in mv comments on section 
2 of the bill, we recently published a final rule concerning the oper- 
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ation of jet aircraft in commuter slots at CHare, and we prefer a 
rulemaking approach rather than a mandated legislative solution 
to t^e slot problem. 

I will stop there, Mr. Chairman. And I would be delisted to en- 
tertain your questions and those of vour colleagues. 

[The prepared statement of Mr, Snane follows:] 

Prepared Statement op Jeffiiey N. Shane 

Mr. ChBirman and membera or the subcommittee, I am pleased te have ttlia op- 
portunity to appear before you to comment on the provisions of S. 2312 and toe 
state of the competition in the airline industry. 

The airline industry is facing challeoKes unlike anything we have witaesses since 
the early days of deregulation. The induatiys recent histoiy is characterized by > 
lot of bad news: The industiys loss of six billion dollars dunng 1990 and 1991; tbt 
failure of three large airlines last ^ar; and the continuing bankruptcy status of 
three more for airlines. Not surprisingly, some fear that induatiy consohdation will 
continue to the point that effective competition will be lost. 

But B lot of good news has essentiaUv gone unnoticed even with fewer airlines 
than we had a lew years ago, the level of competition has not dedined and air tutt 
continue to be a bargain. Even before the widely publicised fare wars that b^jao 
in april, inflation adjusted domestic air faros had continued their long-term down- 
ward trend and for the year ending December 31. 1991, were at their lowest level 
ever. But most importantly, we are now seeing clear evidence of new competitive 
pressures that will assure the continued competitiveness of the industry into the fu- 
ture. While I understand your concerns, I believe information I will discuss todsy 
will illustrate why the Department strongly opposes S. 2312 and why regulatory, 
not legislative, action is most appmpriate for the issues facing the airlines and tiieir 
customers. 

We have been telling you that the domestic airline system remains very competi- 
tive, and I am going to repeat that message today using up-to-date information to 
demonstrate the point. 1 will also briefly Uitk about the industry's financial condi- 
tion, and, as you nave requested, 1 will offer my views on the provisions of S, 2312. 
But my focus today will be primarily on the fiituro of competition in domestic avia- 
tion. 

There is good reason to believe that the U.S. airline industry is not going to have 
its prices set at noncompetitive levels. Moreover, the evidence sug^sts that the "big 
three" airlines may find it difficult to increase their relative positions in the face 
of pressuro by growing, smaller airlines, particularly low-cost airlines. The lai^ air- 
lines will have to reduce costs if they are to continue to grow and prosper in the 
domestic market. The end result wiD be continued good service for the traveling 
public at highly competitive prices. 

The ongoing debate about the competitiveness of the airline industry has changed 
direction a couple of times in rec«nt years and I believe that die debate is about 
to take still another fundamental turn — once again a positive one. 

In the mid-1980's, at a time when a large number of airlines ceased to operate 
as separate entities, including most airiines that came into being as a rosult of de- 
regulation, concerns arose about the competitiveness of the industry. These concerns 
led former Secretary Skinner to create a task force te conduct a comprehensive as- 
sessment of the state of oirline competition. That study, concluded in early 1990, 
showed unequivocally that the industiy had not only romained competitive, out had 
actually become more competitive durmg the very time that the number of carriers 
had dedined through merger or failure. This incroased competitiveness is a direct 
consequence of the trend competing hub-and-spoke networks made possible by de- 
regulation. This structural change virtually guarantees active competition even with 
fewer airlines. The National Academy of Sciences and the Brookings Institution 
have also thoroughly studied the competitiveness of the airline industry and reached 
conclusions virtually identical te our own. 

I believe that few would dispute that the airline industry is, in fact, very competi- 
tive today. But the debate has now shifted lo the industry will remain competitive. 
This concern hinges on the assumption that the big three airlines have such a com- 
petitive advantage that they have the ability te continue te weed out rivals. In fact, 
as the deregulation process continues te evolve, it is begiiming to become clear that 
the big threie oirUnes are not in a position te dictate the future of the domestic air 
transportation system. 

First, we should rernember that in spite of oil the consolidation that has occurred, 
we still have nine passenger airlines (revenues over $1 billion annually), this is im- 
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porUiiit because the key to increasing competitiveneBa in recent yean has been the 
expansion of the airlines' networks. We know that the hub-and-spoke dominated 
structure strongly encourages geographic expansion- each new spoke that is added 
to a hub multiplies the number of markets tnat airiine serves. The remaining nine 
migor carriers, therefore, will continue their eflorta to expand, and each or them, 
particulariy airlines other than the big three, have room to expand extensively ii) 
domestic markets. In tandem, these elements — a significant number of airlines with 
room to expand and a built-in incentive to 60 so — will provide for intense competi- 
tion from within. While one or more airlines may fail, we can reasonably expect 
most of these aiiiines to succeed, giving us one reason to conclude that the industiy 
will remain competitive, 

A second source of competition is the growth of low cost point-to-point service. The 
larger airiinea all have a very significant cost disadvanUge compared with some 
smeller airlines, and they simply cannot effectively compete in the bng term with 
aiiiines that have operating costs that are 26 ^rcent or more bebw their own. 
Southwest Airlines is the prime example of this powerful new competitive force. 
UntU very recently Southwest was essentially a Dallas Love Field niche carrier. It 
is now bv far the fastest growing domestic airline and is also the bwest cost airiine 
by a wide margin except for America West, whose costs are comparable. Wherever 
Southwest operates it charges such low fares that other carriers, including the big 
three, must follow suit. Wherever tiiey compete. Southwest— not one or more of the 
big three airlines — regularly sets the price. Today, Southwest sets the price in mar- 
kets that account for over 20 percent of domestic passenger trips. It currently serves 
California, the Southwest region of the country, and is now expanding in the Mid- 
west. This is a very important shift in the competitive balance m domestic air serv- 
ice. One out of every five domestic pasHengera pays a price that is well below what 
any other airline would otherwise ctiai^ as a consequence of the competitive pres- 
ence of this single, bw cost airUne. 

I am not suggesting to you that the survival of the larser airlines is threatened 
by Southwest, or that Southwest AirUnes alone will provide all the competitive dis- 
cipline the industry needs in the future. But I am suggesting that as a consequence 
of low cost point-to-point service the big three airlines are not in a position to domi- 
nate dome^ic markets. Rather, they must fmd a remedy to their serious disadvan- 
' fe La operatins costs. This is a major issue for the large airiines to deal with, and 

lelieve ia leacGiig us into still another phase of the airline deregulation process. 

'1 addition to low cost carriers like Southwest and America West, a number of 
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smaller carriers aro quietly developing their operating systems. For example, Alai 
Airlines is rapidly growing, primarily by expanding its service in the contiguous -.u 
states, and will soon be large enough to be classified as the tenth major airline. 
Even smaller successful airiines sudi as Midwest Express are Kradually, but consist- 
enUy, building a competitive presence, in relative terms, Midwest Express is still 
a very small airline, but its service has rapidly expanded over the past three to four 
yeaiv. Alaska Airiines. Midwest Express and Southwest all dispel the idea that on^ 
the big airlines can earn profits. These three airiines have been long the most profit- 
able for several years now. 

Another component of competition in the future which cannot be dismissed is new 
entry. Today, tne notion of new entry is almost automatically rejected out of hand 
by many industry observers. We are all fully aware op the lack of significant new 
entry into the domestic airiine system in recent years, and this is often regarded 
as a failure of deregulation. I believe, however, that this is more a testament to the 
very high degree op competitiveness in the deregulated airline industry. Now that 
we nave a better understanding of just how intensely competitive the airline indus- 
tiy has become, it is not apparent why anyone would realistically expect a large 
nnmberof new carriers to appear. 

However, new entry is not dead. I can tell you that we at the Department see 
applications for new entiy into this business on an almost weekly basis. New firms 
are legularlv submitting plans to start new, small airlines. Many never start up, 
but others do. Some are commuter carriers, some are charter airlines, some are 
cargo airiines, and some are small, scheduled passenger airiines. Based on our expe- 
rience over the past few years and this year, 1 believe this constant flow of new 
entry will continue. These new carriers are constantly seeking niches where the cur- 
rent industry structure can be exploited. We see that happening today by existing 
carriers, ancf once the restructuring process runs its course, if indeed that ever hap- 
pens, then the pace of new entry will almost certainly pick up. From time to time 
some of these new airlines will find a niche that they can use as a springboard to 
establiahlDg meaningful competitive presences. 

"nie estahlished auiines see these growing sources of competition and are not act- 
ing as they would if the industry were headed toward oligopoly. Ihe trade press, is 
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eOorts at coat reduction are indicative of the reality the domeatic iiiduittv facoi 
\igorous competition far into the future. These cost reduction efforts >lanal recogai- 
tion of new competitive preHBurea. But, thev alio represent an adutowledgmeot tn 
the airlinea that fares must be kept low if the demand for dantestiB air b«v«l ■ 
to continue to grow. Thev must keep air travel competitive vrith surface travel and 
aubstitutea for air travel such as teleconferencing. 1 believe that ttw airlines will 
fmd waya to keep their costs down, keep traffic growing, and to profitabili^. 

Aa I pramised at the outset, I will [treaent a lew statistica for 1991 thst show the 
industry indeed remains very competitive. First, the number of maiketa continued 
to increase in 1991 despite the effects of the recession and the demise of Eastern 
Airlines at &e befinni:^ of 1991. There are now over 20,000 markets, up by 2600 
since 1988, by which tmie the firat round of induatiy consolidation had run tta 
course, and up by 9,400 markets over 1984, before the process of consolidation had 
started. This shows that the relentless competitive dynamics of hub-and-spoke nst- 
works continue to link more and more sroalf cities into the mainstream of air travel 

Second, intense competition is moving into even smaller markets. Ibibbing vir- 
tually dictates that airlines compete for even veiy small vohimea of trafBc. During 
1991, the average density of markets with the most intense competition— ^ve or 
more competitors— was less than 100 paasengers a day. This average aize is half 
what it was in 1988. Traffic volumes that small could not have supported a satisfac- 
tory pattern of operation for even a single airline in the point-to-point aystnna of 
service that were operated before deregulation. In 1979, there were only three mar- 
kets with five or more competitors; today there are 120. Moreover, in 1979 the aver- 
age daily volume in five-carrier markets was 10 times greater than today, or almost 
1,000 daily passengers. 

Third, the number of markets in 1991 with three or more competitors CMitinoet 
to be higher than in 1988, and is more than two and a half times the number in 
1984. Traflic in these markets, measured by pasBenf^r miles, is 40 percent faif^ier 
than in 1984, and only fourpercent below 1988 despite the effects of the recession. 
The percentage of total traffic in these markets has consistenUv been about 60 per- 
cent of total traflic, although literally thousands of very small markets have Men 
developed since 1984 and even since 1988, as I have described. 

Fourth, an area of concern that we had identified in our competition study is lore 
premiums in short-haul markets at connecting hub complexes that are diniiinsted 
by a single carrier. Our study was based on 1988 data, and we have now updated 
our hub premium calculations using data through 1991. l^e new data show vir- 
tually no change in the fare premium, at about 19 percent. Nor has there been any 
change in the proportion of total passengers that are affected, about five percent. 
This IB considered very good news because of concern that as hubbing practices ma- 
tured, hubbiog carriers might be able to tighten their ffrip on the respective connect- 
ing hubs and extract even greater premiums from additional passengers. "Diat's not 
happening. 

These comparisons all show that competition remains as intense as ever, notwith- 
standing the consoUdation that has occurred since the mid-1980'B. 

Turning to financial performance, it has indeed been a bleak period for the airline 
industry during the past two years. But while the industiv has a long way to go 
to return to an acceptable level of ^refitability, we are coDTident that it will succeM. 

Of great importance in my opinion is the fact that the losses have not resulted 
from a fundamental failure attributable to industiv structure, but are the result of 
a set of drcumstances, the most telling of which nave been beyond the industtv's 
control. You know, of course, that 1 am referring to the Feraian Gulf war and tne 
economic downturn. Either event alone would have hit industiy earnings hard. The 
airiines are a very cycUcal industiy and one of the most sensitive industries to fluc- 
tuations in the business cycle. And the war had a staggering effect on both costs 
and passeoger demand in international operations. But in tandem, these events 
were much more difficult to deal with. The war led to enormous losses that severely 
depleted fmanciat reservea and the ability of all airlines to deal with the economK 
downturn. The fact that the industry has managed to cope with these drcumstancei 
as well SB it has is an indication of its overall resilience. 

The more recent disappointing performance of the industry to some extent reflects 
the weak economy, but it has also been strongly influenced by the globalization 

Several airlines are greatly expanding their international operations throu^ 
entry on new routes and acquisitions of rentes and other assets of failed carriers 
and carriers that elected to withdraw from certain international markets. This it 
a veiy expensive procesa, involving enormous startup costs and operating losses, as 
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newly acqniired rouUs are developed and marketed. This proceBs clearly has had a 
downward inflnence on pnifita that will not be repeated b^nd the near term. Also 
important, from the standpoint of induat^ consolidation, tlieae coats are senerally 
beine borne by the largest atrongeat airhnea and not those in weakened linancid 
Gonditkin. In fact, I am encouraged that all three airlinea now in bankrupt^ show 
considerable Improvement in the firat quarter compared with the previoua quarter, 
and two of these cairiera are virtually at operating breakeven. 

Industiy eaminga bMrand the firai quaner of 1992 are very uncertain, llie econ- 
omy has Boown sJ^ns of recoveiy, whiai ahould boost traffic and revenueR, and, ulti- 
mately, profitabiliW. But the uncertainty stems from vei^ broad-based revisions to 
airiine {«idng that occurred in eariy April when American Airlines introduesd a 
sim^ified bre structure. 

Whether American's new fare structure will produce more revenue for the indus- 
tiy is more difBcult to evaluate. American has mdicated that it did not believe that 



I fares would chimae very much but more people would f^. Business travel 
icular would be stunulated as these travelers could make fle^ble arranoe- 
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in panii 



, _ ._e 8.6 per- 
cent hitler than last April, orrsetting a 5.3 percent decline in trallic to produce a 
2.8 percent increaae in revenue. The April yields were also sli^tly hi^ier than 
March yields. lUa limited evidence may suggest that the new Tare structure at- 
tracted additkmal business travel. And actullly increased average fares. 

Ifowevm-, this news is now stale because of a series of fare wara starting in late 
Aioil and ccmtinuing into late May, when American cut its lowest discount fares in 
half. But irtiile these lower faies will almost certainly cause yields to dedine, we 
cannot be sure how much will be lost because no one knows what proportion of their 
capacity particular airiines will commit to the k)wer fares. All indications ate that 
whatever capacity the airiines have decided to offer at these low fares was quickly 
sold out. Whatever the ultimate impact, for now, the airlineB quickly pulled in addi- 
tional revenue for travel that will be occurring over the course of the summer. 

Turning to S. 2312, let me first address Uie computer reservations systems issues. 

Airline computer reservation systems (CRSs) ere an indiBpenHeble means by 
trtikh travel agents make botdtings and receive information on schedules, fares, and 
seat avulaUBty. In 19S4, the Civil Aeronautics Board (CAB), supported Iqr the De- 
partment of Justice, found that certain airiines were using their control over CRSs 
to handicap airtine rivals. The CAB adapted rules that have been in effect and en- 
forced by the Department of Transportation, with only sli^t modifications, ever 
since. 

Althou^ the current rules have been effective in dealing with certain problema, 
there have been calls (or more regulation. Controversy has persisted over practices 
that were deliberatehr left unregulated and othen that have come to be seen 1^ 
some parties as Impeoiments to Mrline competition. 

The Dopartment nas studied the evcdution of the CRS industry over several years, 
pnbUahing a muor study in 19SS and another report in 1990. On Mardi 26, 1991, 
we iaauea a notice of proposed rulemaking (NPRM) that pnposed several modifica- 
tiona to the present rules and requested oomment on other proposals. Hie rules 
were adieduled to expire on December 31, 1990, but have been extended until De- 
cember 11, 1992, to ^ve us more time to complete our rulemaking. 

Ut. Chairman, given the ending nature of the Departments rulemaking, Tm 
sure yov will understand that I cannot comment in detail on those provisions in S. 
2312 that deal vrith CRSs. As a matter of policy, however, the Department strongly 
'<«»»■ a legislative "sohition" to CRS regulatoiy issues. The CRS industiy contin- 



ues to evolv^both in terms of tedmology and maiket structure. The development 
of luMtless' CRSs and the improving comraunicaUon linkages between CRS vendors 
and paitidpating airiines are working to reduce any unfair competitive advantages 
that may reault solelv from CBS ownership. The CRS industiy, moreover, is becom- 
ing buly global, ana U.S. vendors are establishing Joint ventures and marketing 
agreements with foreign air carriers. Premature legislative action to correct cur- 
rently peioeived pToblnns could result in additbnal costs and reduced service for 
anbacriben. partiripating airlines, and CRS vendors with few, if any, offsetting ben- 
Calls fir additi(»al CRS regulation have focused on four issues: Ihe level of book- 
ing fees paid by paiticipatiiig airlines, biased displays, contract provisions that pre- 
vent Bubacribers from more easilv switching CR8^ and the perceived advantages 
CRS vendor airlines eqjoy over other airiines because agents believe it is easier and 
safer (i.e., mora rallsble) to make a Ixxdcing on the vendor airline. 
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toT- Vendon would then be pnihibited for a period of < 
greater than those round "PAIR AND REASONABLE.* 

TheDepartment prapOBes to continue prohibiting diacriminabny booking fees. In 
our NPRM, however, we did not call for additional regulation orbooking feea. 

We did indicate that we were willing to conaider audi a rule if it were workable, 
would provide significant net benefits to aodety, and would rely on market foroei. 

Quite frankly, arbitration is not a workable aotution to the booking fee problem; 
indeed, arbitration sufTers from many of the problems of traditionaTpubhc utility 
icgulation. MeaHuring and allocating the vendors' legitimate costs and determining 
a competitive rate of return are difficult tasks under the best of circumstaiiceB, 
much less in a Tiaky and technologically progresHive industry. There also would be 
no guarantee that uie outcomes or successive arbitration proceedings would be mu- 
tually Goasisteut or that the impUcations of these decisions for the CRS industry'* 
long-term competitive viability would be considered. In short, arbitration could 
weaken rather than improve competition in the CRS industry, and the department 
strongly opposes this provisioa. 

DISPLAY B1A3 

Under S. 2312 CRS vendors would be prohibited from offering integrated displays 
ordered by carrier identity. In addition, Uie bill would prohibit a vendor from induc- 
ing a aubflcnber to create a biased, integrated display. Vendors would also be pro- 
fited from supplying information to any person intending to create a biased, inte- 
■ ' '■ ' " ■ '■' "■ late cust 

o orderii 
based on air carrier identity. The vendors, moreover, have voluntarily agreed to 
forgo ofTering biased, secondary displays. We do not believe that vendors should be 
required to police' how travel agencies use CRS information to serve their cub- 
contracts WITH TRAVEL AQENTS 
llw proposed legislation would nlax the contractual relationships that the travel 
o^nts subscribing to a CRS to the vendor. It would restrict subscription contracts 
with travel agents to a maximum term of three vears (compared with the present 
limit of five years). Exclusive contracts, parity with other systems, minimum -use re- 
quirements, automatic renewal, and overlapping terms with other contracts between 
uie same parties would be prahibited. Liquidated damages for breach of contract 
would be restricted to the actual costs of removing equipment and other sums that 
would have been payable by the subscriber if the contract had remained in force. 
The right of a subscriber to connect to the CRS hardware, software, and data bases 
supplied by third parties would be guaranteed. 

The Department has addressed many of these concerns in its NPRM by proposing 
to extend the present ban on exclusive contracts, proposing a maximum tnree-year 
subscription term, prohibiting minimum-use clauses, and proposing to permit access 
to multiple systems via cohmon equipment. The parties' comments on these propos- 
als differ on such rules are desirable, and we are examining their positions in the 
rulemaking process. We believe that these issues are appropriately addressed by 
regulation, not legislation. 

ARCICTBCTURAL BLVS 

The bill would eliminate alleged anhitectural bias by requiring that after one 
year no transaction capability would be offered to any subscriber or participant air- 
line that is "* * * more functional, timely, complete, accurate, reliable, secure, or 
efficient with respect to one participant than with respect to any other participant.* 

■n pgpj of^"e<iual fiinctionahty" could have nierit as a competitive ideal, but 

jfaly Bi 
proceeding in which evidence can de submitted and these issues resolved is a 
appropriate forum than l^slstion. 

Taming to the slot provisions of S. 2312, section 2 would allow an airline with 
fewer than 12 air earner slots at a hirfj density airport to use commuter slots to 
provide service with large iet aircraft. Mr. Chairman, as you know, the Department 
IS DOW considering more emcient methods of allocating existing capacity at all hi^ 
density airports to improve competitive opportunitiea tor new entrants. We initiated 
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m ruleimikiag, pursuant to the AviBtion Safety and Capacity Expansion Act of 1990, 
to oonsider t£is issue. A aupplementol NPRM concerning slot aUocation and transfer 
methods at hi^ density traliic airports was published on September 13, 1991. 

The amendioentB we proposed are intended to promote access to hi^ density air- 
pcata by carrierH that do not now serve these airports or that have limited oper- 
Btkins at one or more of the airports. 

Another approach to consider the use of commuter slots for large aircraft oper- 
ations is B rule published by the PAA last August. Under the rule as adopted, the 
FAA will permit a limited number of commuter slots at CHare to be used by air- 
craft having a maximum seating capacity of up to 110 passenger seats. The PAA 
will limit the number of commuter slots available for operation of audi aircraft to 
26 percent of each operator's commuter slots at O^are, and limit the number of 
■um operations in any half-hour period. The rule will remain in effect for a two- 
year period to allow the FAA to evaluate the effect of the change on Uie operatbn 
of t^e airport and air trafRc facilities. 

Once some adjustment of the current mix of commuter and air carrier operatioDS 
is determined to be feasible from an operational standpoint, and not to have an un- 
acceptable impact on sniBll community air service, the Deportment will be in a posi- 
tion to consider further rulemaking in this area. 

I believe that these kinds of approadies are better ways than mandated legisla- 
tion of tiying to provide additional opportunities for new entmnt airlines or small 
iDcumbent earrieis to obtaio sbts from commuter airlines or othera. 

Finally, section 4 of S. 2312 would add langua^ to section 419 of the Federal 
Aviation Act to prevent the Department from considering slot availability in setting 
EAS guarantees. It would also require the Department to ensure sufficient slots are 
available to the carrier providing, or selected to provide, such service. (Howevei^ 
slots would not have to be made available at OUare if the number of available EAS 
slots is at least 132.) Finally, this section would amend current law to clarily that 
an air carrier suspending service to an EAS community could not keep slots associ- 
ated with the service unless they were being used to provide basic essential service 
to another EAS community. 

£9ot8 at OUare are a scarce resource and should be used in an efficient manner 
to benefit all communities. When sufficient access to the national transportaticm 
system can be provided through other regional airports, allocating additional slots 
at O^are to EAS communities near Chicago is not, in our view, a wise use of these 
scarce resources. The Department is not in a position to create new commuter sbts 
and, as I stated in my comments on section 2 of the bill, we recently publialied a 
final rule concerning the operation of jet aircraft in commuter slots at OUare, and 
we prefer our rulemaking approach rather than a mandated legislative solution to 
the slot problem. 

Senator Ford. Mr. Shane, you said we had nine maior air car- 
riers and you rated those based on income, and each of those nine 
had better than a billion of income; is that correct? 

Mr. Shane. In revenues, yes, sir. 

Senator Ford. Did you include TWA, America West, and Con- 
tinental in the big nine? 

Mr. Shane. I t>elieve so. I would like to clarify that for the 
record, if I am wrong. 

Senator Ford. Well, all three of those are in at least chapter 11; 
are they not? 

Mr. Shane. Yes, sir. 

Senator Ford. They are not in trouble, are the^? 

Mr. Shane. I am just talking about the definition of a major air 
carrier. 

Senator Ford. Well, you attribute the industry's hard times to 
the economic downturn and the Gulf War and everything else vou 
can think of, but you left out one word, I think, and that is called 
debt. Would you agree that air carriers who pile on excessive debt, 
whether it is for aircraft routes or a buy-out, make themselves vul- 
nerable to any changes in the market? 

Mr. Shane. There is no question but that increasing an air car- 
rier's debt certainly makes it more vulnerable to the cyclical trends 
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that the airlines are always vulnerable to, yes. Yes, Mr. Chairman, 
I agree witJi that. Whether it is a good or bad decision to take on 
debt at a particular moment in an airline's financial history is s 
complicated decision. > 

Senator Ford. Do you mean complicated on the one hand if they 
had done that, or on the other hand if they had done that it wodd 
have been different? 

Mr. Shane. Well, I am saying that in certain circumstancei, 
without taking on a certain measure of debt at a certain moment 
in an airline's history, it may have meant the demise of that airline 
ri^t then, so taking on debt may have in fact prolonged the life 
and the prospects for future prosperity of that company. 

Senator FORD. Mr. Shane, has the Department of Transportation 
collected any data that would indicate booking fees being chaiged 
by CRS owners to the airlines are unreasonable? 

Mr. Shane. No, sir. We do not have data that would show that 
the fees are unreasonable, and I am not even sure that I would 
know precisely how to identify an unreasonable fee on the basis of 
any criteria that I could imagine putting together. 

Senator Ford. Do you know or could you supply for the record 
the range of booking fees among the four CRS owners? 

Mr. Shane. I believe we can certainly supply that for the record 

Senator Ford. I would like to have that, please, sir. 

[The information referred to follows:] 

The CRS vendora otTer three bauc levels of {Mrtidjoation to airlines, aa well m 
optional "direct/total acceaa" premium partidpation. Ttie mibacribijig airiine select 
the level of participation and is chatveii accordingly when a booking is made. There 
■re four CRS vendors in the United SUtes (Sabre, Covia/Apollo, Woridspan, and 
System One). Three of the vendora have adopted, a similar, but not ideiAicaX fee 
structure, charpna for each confirmed segment booked in a pasBengBf's itinenuy. 
Covia/Apollo has ^opted a different pricing structure baaed on the number of trans- 
actions. 

The lowest level of service is a display of airline schedule and fares; no seat avail- 
ability, reservation, or confirmation information is supplied. Also, under this levd 
of service, bookings are not made throu^ the CRS (the agent must contact the air- 
line directly). For this level of service, Woridspan and S^tem One charge airtinM 
$1.16 per segment. Sabre charges $1.13 per segment. 

For a fee of $1.65 on System One, $1.75 on Woridspan, and $1.77 on Sabra, air 
carriers can partidpate in a hi^er level of service where booking arc made 
thiuuf^ the CKS, although still no information on seat Bvailability is displayed. 

For a hi^er fee, airlines can have a booking made throu^ the CRS and have 
information displayed on seat availability. This level of service is often referred to 
as full, standam, or basic participation. Most air carriera participate in this level 
of service, and Sabre, Woridspan, and System One charge $2.16 per segment 
booked. 

In addition to full availability, the CRS vendors also offer airlines the option of 
participating in direct/total access, which links the vendor's CRS to an airline's in- 
ternal reservation system, thus allowing subscribers to interact with that airtine's 
internal reservation system on a real-time basis. This level of participation provides 
travel agentd with the most accurate information on an ainine's fares and seat 
availabiuty. The additional charge for this higher level of participation is $0.25 p«r 
bocdtiiu on Woridspan and $0.2S per booking on Sabre and System One. The total 
cost olwis level of service for these tiuee vendors is thus $2.40 to $2.43 per seg- 
ment booked in the United States. 

Covia/Apollo has a distinct fare structure, charging for both data input and can- 
cellation. The basic booking fee for a reservation made thniu^ Covia/Apollo's fee 
for the hi^est level of service it offers (Inside link) is $1.30 per confirmecl segment. 

Covia/Apollo, however, also charges a cancellation fee of (0.20 per booking; tbere- 
fore, the total booking fee could be higher or lower than that charged by t^ other 
vendors depending on how maqy times the reservation is altered. 
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Senator Ford. Would you say ihe CRS industry is very different 
than it was in the early 1980s when the CAB first imposed the 
rules? 

Mr. Shane. I believe bo. It is a matter of degree, but surely the 
very fact that a Congress has been looking very hard at allegations 
of anticompetitiveness in the CRS industry, the fact that ^e De- 
partment of Transportation has proposed rules, all of ^ese signals 
have been taken seriously within tiie CRS industry, No. 1, and I 
believe you are beginning to see some responses; responses to those 
signals and responses to demands from travel agents, so that in- 
deed I think you are seeing a movement toward equal functionality, 
for example, even without a requirement to do so. 

You are seeing a movement in the case of Worldspan toward a 
hostless system for the first time. You are seeing a globalization of 
the CRS industiy with a multiplicity of U.S. and foreign carriers 
getting together to become the hosts of the systems. A great many 
changes are taking place, and it is precisely for that reason that 
we think that legislation is the wrong way to go. Legislation, by its 
verv nature, cannot move as quickly as this very, very fast-moving, 
highly technology-driven industry can. 

Senator FORD. Do you believe that the rules have corrected any 
of the suggested abuses in the CRS arena? 

Mr. Shane. To be sure. When the CAB got into the business of 
regulating computer reservation systems the principal concern was 
what we call display bias. There was probably some architectural 
biaa as well, which is more hardware specific, but the display bias 
problem was an obvious problem which simply meant that when a 
travel agent called up a display of flights, Uie host carrier put its 
own flights in the most prominent position. That surely was anti- 
competitive, and so the rules now absolutely prohibit display bias 
of that kind. 

Senator Ford. How do you assess the carrier's recent behavior 
in the 10-day fare war? 

Mr. Shane. Well, t^ey are responding, it seems to me, in the way 
one would expect to competitive challenges, if I understand the 
thrust of the question. I do not know whether it is appropriate for 
me to second-guess airline management and how they would re- 
spond to the challenge of lower fares being offered by their competi- 
tors. 

Senator FORD. Well, you ultimately make decisions as it relates 
to the carriers. Why not go ahead and tell us what you think about 
this. 

Mr. Shane. Well, we tried to get ourselves out of the business 
of judging whether or not their fares made any sense in 1978, and 
I think that was a good decision. 

There really is not any function for the Department of Transpor- 
tation on the question of fares left in the Federal Aviation Act be- 
yond, I believe, one section of the act which remiiins — section 411 — 
which says that if indeed a practice rises to the level of being an 
unfair competitive practice, it would be appropriate for the Govern- 
ment to look into that and possibly to take steps to cause those 
practices to ceaie tmd desist 
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We have not had any i>etition to that effect. We certainly have 
not, on the basis of anything that is in the Department rig^t now, 
seen reason to invoke tnat provision. 

Senator Ford. Senator McCain. 

Senator McCain, Thank you, Mr. Chairman. 

I want to repeat again, Mr. Shane, your statement is perhaps ttie 
most OrweUian that I have heard in 10 years and haa the least 
touch vnth reality of anything I have ever heard. Let me give you 
a small example: 

We are now seeing clear evidence of new competitive preBsureB that will aMnie 
the continued competitiveneis of the induatty into the future, tbe ongning debate 
about the competitiveness of the airUne industry has changed direction a coupk of 
times in recent years. 

1 beUeve the debate is about to take still another fundamental turn, once a~" 
1 positive one. In fact, as the deregulation jirocei 
aing to become dear mat the big tinree airlines a 
future of the domestic air transportation system. 

I wonder what just hapfiened in the last 10 days? 
Let us go to page 16 ot your statement, please. 

Mr. Chairman, given the ongoing nature of the Department's rulsn „, 

sure you mil understand that I cannot comment in detail on those proviaions in S, 
2312 that deal with CBS's. 

Given the ongoing nature — that is one part of vour statement I 
agree with you, Mr. Shsme. Ongoing nature is absolutely correct 

In 1988 and 1990, the Department of Transportation produced 
studies documenting the problems with CRS's. In March 1991, the 
Department of Transportation issued proposed CRS rules. The date 
for issuing a final CRS rule has been oflicially delayed three times 
and is now postponed until December 1992. 

In bot^ 1988 and 1990, Congress passed l^slation calling for a 
rulemaking to increase slot access for new entrants. On Feoruaiy 
19, 1991, then Secretary Skinner promised — I repeat, promised this 
committee that a slot rule would be issued by early in the second 
quarter of 1991. 

In September 1991, one day before a Commerce Committee hear- 
ing, the Department of Transportation issued a proposed slot rule. 

Last month, you told this committee that the slot rule was indefi- 
nitely postponed due to the President's regulatory moratorium, and 
yet page 21 of your statement says: "^e believe that a rulemaking 
proceeding in which evidence can be submitted and these issues re- 
solved is a more appropriate forum than legislation." 

Mr. Shane, how in the world does that make anv sense? For 4 
years now, we have been talking about a rulemaking. The Sec- 
retary of Transportation promised tJiis committee over a year ago 
that we would nave a rulemaking forthcoming, and now, because 
of the President's laudable effort to stop regulations, you are now 
using that as a rationale for not having a rulemaking. Yet in your 
statement before this committee you are saying the rulemaking is 
a better method to pursue. How does that make any sense, Mr. 
Shane? 

Mr. Shane. Well, you heard my colloquy with the chairman, Sen- 
ator McCain. I said that this is a highly technology-driven indus- 
try, I have dealt with this industry over a great many years. I have 
negotiated on behalf of the CRS vendors with foreign countries. 
What I know is that if you establish legislation, establish rules on 
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the basis of what the industry looks like in 1992, you will have a 
mistake on the books by 1993. 

It has been a long process. I am not proud of the process because 
I would like to be able to offer you a final rule. I do not feel com- 
fortable sitting here having to hide behind either the Administra- 
tive Procedure Act or a Presidential moratorium. There is nothing 
I can do about either of those provisions, and therefore we are 
stuck with that 

That is a fact of life for purposes of this hearing, but the fact is, 
the essential point remains the case: this is the kind of industry 
that is better addressed in the regulatory process under any cir- 
cumstances, even a prolonged regulatory process, than through the 
l^slative process. 

Senator McCadj. Well, Mr. Shane, would you repeat the first 
part of your statement that a rulemaking made in 1992 might have 
some problems in 1993? 

Mr. Shane. No, I said legislation. 

Senator McCain. But a rule would not? 

Mr. Shane. No, a rule might. 

Senator McCadj. What you are saying, then, there is going to be 
no rulemaking; is that correct? 

Mr. Shane. No. I am sajdng that the rulemaking process is a far 
more inherently flexible process than the legislative process. You 
have del^ated to the executive branch certain rulemaking author- 
ity with respect to the airline industry and I would say that was 
a successful delegation. It has worked for the vast majority of ev- 
erything we have done. Let us not run away firom our success. 

Senator McCain. Well, it is unacceptable. 

Mr. Shane, on page 11 of your statement you are talking about 
the hubbing issue: 

lliia is considered veiy good news because of a concern that as hubbing practices 
matured, hubbing camera mi^t be able to tighten their grip on a respective con- 
necting hub and extract even greater premiums from adaitional passengers. That 
is not happening. 

According to the Washington Post and the Associated Press, Mr. 
Patrick Murphy, who is the Deputy Assistant Transportation Sec- 
retary for Policy and International Affairs says, "air travelers are 
charged an average of 20 percent more for flights out of hub air- 
ports that are dominated by one or two airlines than for com- 
parable flights from airports where competition is stronger, Gov- 
ernment investigators reported yesterday." 

How does that match up with your statement, Mr. Shane? 

Mr. Shane. My statement repeats my deputy's earlier testimony. 
He said that there is a premium, in fact, at these hubs. These are 
clearly hubs that do not enjoy the level of competition that we 
think they should, and there is a fare premium charged there. I 
think it is closer to 19 percent than 20, but we will not quibble. 

My point was that we knew that when we did our study in 1990. 
That is not news. We have known about a fare premium at hubs. 
It has been a fact of life for some time, and despite all of the con- 
cern about increasing consolidation and diminishing competition, 
the fact is that the rare premium remains exactly the same as it 
was. It is not getting worse. 



Digitized byGoOgle 



But the most important feature of the fare premium is that it ia 
a fare premium that affects only 5 percent of passengers in thii 
market. The fare premium at concentrated hubs is not the big story 
about the deregulated market. The big story about the deregulated 
market is there is far more competition today than there has ever 
been before. 

Fares are lower, service is provided in greater abundance — ^it u 
a success story, and I know mat we have a difference abfnit that, 
Senator. We have a difference every time I show up here, but the 
fact is, I keep returning to the numbers and the numbers continue 
to look good to me and to look good to objective analysts at the 
Brookings Institution, at GAO, and other places. And yet we keep 
having this argument. So, I am sorry to raise my voice, but the 
frustration is not only on that side of the table. 

Senator McCain. The GAO does not say that, Mr. Shane. In fact, 
the GAO says just the opposite. You and I both know that the lat- 
est study a couple of months ago indicated that CBS's still have 
bias in favor of the large carriers. I would like to place in the 
record correspondence at this point. 

[The information referred to follows:] 



June 9, 1992. 
The Honorable Joseph I. Lieberman, 
The Honorable John McCain, 
U.S. SenaU, 
Waahinglon. DC 20S10 

In your letter dated June 4, 1992, you asked us to clarify the recoiainendataiMii 
concerning computer reservation ^sterns (CR5) contained in our Maid) 1902 report, 
Computer Reservation Systems: Action Needed To Better Monitor the CRS Induitn 
and Eliminate CRS Biases (GAO/RCED-92-130, Mar. 20, 1992). Your letter MbA 
that some parties have interpreted our report to mean that the GAO is reoommend- 
ing further data collection and study before any CRS reforms are implemeided. lUi 
interpretation is incorrect. 

Our March 1992 report contained two recommendBtions. Firat, we reoommendsd 
that the Congress direct the Secretary of Transportation to revise the Depaitment't 
existing CRS rules to require that each CRS vendor eliminate tbiMe Ainctional dif- 
ferences between host and participating airlines that can be eliminated without 
dehosting. Second, we recommended that the Secretary of Transportation gather 
data on the CRS induatiy, the reliability of communication links, and the coats and 
benefits of dehosting CRSs. 

On the basis of our discussiona with CRS owners and participating airiinefl, as 
well as our observations of CRS operations, we believe that some remaining func- 
tional difierences can be eliminated at a reasonable cost, independent of dehosting. 
Such differences include those resulting from programming or procedures that make 
it more efficient to book flights or obtam informi^ion on host airlines. CRS vendors 
agree that these difTeicnces, to the extent they exist, should be eliminated. The ven- 
dors have stated that they are acting to eliminate some of these differences to zv- 
move any possible adverse competitive effects as well as the pereeption that partici- 
pating BU'hnes operate under a competitive disadvantage. We recommended t£at the 
Congress act to ensure that the vendors follow through on their plans to eliminate 
such differences. 

We did not recommend dehosting at this time because the Department of Trans- 

Krtation has not collected recent data that would allow ua to assess the costs and 
nefits of a dehosting requirement. We were unable to confirm whether dehosting 
would provide significant benefits over an equal functionality requirement, the sub- 
ject of our fu-st recommendation. Specifically, there ia no consensus on the cost of 
dehosting to CRS vendors, airlines, and passengers. Also, data on the reliability of 
commumcation Unks and travel agent behavior are needed. Finally, the impact of 
recent chainges in the CRS industiy, such ea technological advances and ownenhip 
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diveTmificatioii, riiauld be asaeued before we make a recommendation ooneeming 
delioatin^ 

In ourHaidi 1992 report, we were aaked ta focus apedGcal^ on the iaaue of ar- 
diitectnral biaa. In prevtous reporta and testimoniea, we have addreaaed other CRS 
issues, sndi as the travel a^nt/vendar relationship and the level of booking fees 
efaareed to paitidjwting airiines. In our previous wtvk, we have diacnaaed optiona 
to adoicsa these issues, sucfa as pladng restrictiiKiB on boaking fee*, redunn^ the 



Mr. Shane. I was referring to the GAO study about vrfiether 
there is more competition in the mariceL 

Senator McCain. The GAO has sounded the same alarm before 
this committee about consolidation of the airline industry. 

My point is, Mr. Shane, if air travelers are charged an average 
of 20 percent more for flije^ts out of hub airports that are domi- 
nated Dv one or two airhnes than for comparable flints from air* 
ports where competition is stronger, then we are seeing the inez- 
orable evoluticm (rf* events tbat will lead to more and more hub air- 
ports that are dominated by one or two airlines if we are seeing 
a consolidation of the indusby, which is clear. 

In 1984, 10 air carriers had 80 percent of the airline business. 
Now, five have 80 percent of the airline business. Clearly we are 
seeing the movement toward more and more hubs where only one 
or two airlines dominate if you are getting fewer and fewer air- 
lines. 

Mr. Shane. Well, Senator, there is a leap of faith there. What I 
have said is that the dominated hubs have not increased in terms 
of die fare premium charged. I did not say that there are more and 
more dominated hubs. Quite the contrary. There are more nty^jtair 
markets today. Tliere are more competitive markets today. Inere 
is not an increase in the nomber of dominated hubs, so that is not 
what the studies show. 

Senator McCain. Do you accept the airline industry analysts' 
view that several airhnes will go out of business in the next 6 
months to a year? 

Mr. Shane. No. 

Senator McCain. Yon do not accept that? 

K(r. Shank. No. I have no basis upon which to accept it. 

Senator McCain. You do not beUeve any airlines are going to go 
out of business? 

Mr. Shane. I do not have any basis to believe 

Senator McCain. I am just asking for your opinion. 

Mr. Shane. I do not believe so. fdo not think that there will be 
a necessary demise in any airline company between now and 6 
months from now; no, sir 

Senator McCain. I have used op my time. Hiank you, Mr. Chair- 
man. 

Senator Fchid. Let us see if we can hold it to 10 mtnubes, and 
if you have not finisbed questiomng after we g«t a round w« will 
be glad to come bmtk. Senator Bryan 

Snator ^KTan. Mr. Chairman, thank you very much. 

Bfr. Siane, yoa ^ive ns a -^mrjr sar^uine assessment of the condi- 
tion of tlie ainine mdtutry wfaufa tn my own view does not square 
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with reality, but let us just assume for purposes of this discussion 
that ^our assessment is incorrect, that indeed, as Senator Danibrth 
has indicated with TWA, and Senator Stevens has indicated the 
situation in Alaska, as Senator McCain and I know the very dif- 
ficult situation that America West finds itself in our own part of 
the country, let us assume for the sake of areument that tnere is 
a collapse and that these carriers are unable to extricate tiiem- 
selves from bankruptcy or receivership or other types of financial 
problems, what is the assessment? 

In Nevada, for example. Las Vegas, America West has about 40 
percent of the flight originations. Let us suppose they do not make 
it, or in St. Louis TWA does not make it, or in Alaska the carrien 
that Senator Stevens talked about. What is the impact for Uie 
American public? 

Mr. Shane. Well, when I say I have no basis for believing that 
there will be a demise of one or more carriers between now and 6 
months, I am not offering an opinion — understand, I am not run- 
ning away from the possibility that you could lose one or two air- 
lines under some circumstances. 

But I do not believe that the loss of one or two airlines at this 
point would have any dramatic impact on the avidlability of travel 
to the American public, the reason being that the airplanes do not 
go away. There will be carriers to jump in. We have new entrant 
carriers, some of which are looking at new markets, and I believe 
that you will find that there will be replacement service in very 
short order. That has been the experience in the past. 

Senator BRYAN. So, you are s^ing if America West should not 
make it that from the standpoint of Nevada, which is heavily de- 
pendent on tourism as the economic expansion that has propelled 
the fastest growth in America in the last decade, Uiat remly there 
ou^t not to be anv concern on the part of citizens in my own Stat« 
in terms of the ability of people to travel, mostly by air now in 
terms of tourist markets coming into the State, that there is not 
any reason for us to be concerned? 

Mr. Shane. Of course I am not 3aying that, Senator. I am si^dng 
there will always be that service. The service will be there. It may 
not be provided by the carrier that they want to stay there. My 
hope is that it would be provided by more tfian one carrier, and the 
question really is. Are uiere any impediments to finding that re- 
placement service? 

We lost Eastern. Eastern was a much bigger iiirline than Amer- 
ica West, and when it disappeared it did not cause an upheaval in 
the air travel market that Eastern Airlines had served. There were 
replacement carriers in place in very short order, not only in ihe 
United States, but even on Eastern's international routes. 

Senator Bryan. Mr. Shane, with all due respect, let me suggest 
that answer is a bit disingenuous in the sense that if you take an 
overall global market, or even a national market, it may mask con- 
siderably the impact that it has on a particular local market. That 
is, overall a national impact may be minimal, but it may be a dra- 
matic and profound impact on a local market, whether it is a Las 
V«as, or a St. Louis, or Alaska. 

Let me cite, for example, one time eifter the surge of airline ex- 
pansion after deregulation the Las Vegas to Reno market had four 
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or five different carriers. The price was exceedingly attractive, the 
number of travel options you had each day was extraordinarily 
generous. Then we went down to a single carrier. 

Now, that may not have had much of an impact on the national 
statistics, but I can tell ^ou the cost to travel between Reno and 
Las Vegas when we had just a single carrier literally went through 
the ionosphere. Every business person, every traveler that came to 
Nevada for purposes of travel or whatever the purpose might be 
felt that impact immediately. 

Now we have got some competition in that market, and the 
prices have stabihzed, admittedly, but the reality and the wtperi- 
ence — not the theoretical projections, not the overall calculations 
and massaging the numbers — indicate that if we lose America West 
we are going to have a dramatic impact in a market whidi is of 
vital concern to me. 

Is that not the experience, as you see it, based upon a carrier 
that leaves a market and you do not have a competitive interval 
where someone comes in and takes over that market? 

Mr. Shane. If you did not have a replacement carrier, if you did 
not have a market that was attractive to a replacement carrier, I 
grant you as a matter of logic, yes, indeed, prices could increase. 
But what you are talking about are markets that are inherently at- 
tractive, and I believe that you will have replacement service in the 
unlikely and unfortunate event of America West's departure. 

Senator Bhyan. Another question, if I may. The predatory pric- 
ing — I mean, we are seeing all of these extraordinary fares and my 
understanding is one of the major carriers initiated this most re- 
cent round of price war. Would you agree with that? 

Mr. Shane. Yes. Well, let me just say that was true of the initial 
kickofr. The most recent initiative in late April was a Northwest 
fare, a fly tree with your children fare, and yes, then an American 
recvonse and the rest is history. 

Senator BRYAN. Now, from your perspective long-tenn, and ad- 
mittedly there is some short-term attractive &res Qiat has caused 
an influx of activity and there will be some short-term immediate 
benefits — I mean, the number of hotel bookings in my own State 
have gone up dramatically, and so this summer looks good, but ob- 
viously you are not in the market just for the summer, you are 
long-term. What is the impact as you see over the long range of 
this most recent price war? 

Mr. Shane. I wish I had a crystal ball. I think that the long-term 
impact of the fare simplification initiative will be a salutary im- 
pact I think American in proposing it was serious about that. They 
were widely complimented throuf^out the industry — I mean, 
throughout the travel industry — for having done it. American will 
maintain, I am sure, that their response to what Northwest did 
was simply an effort to get back to that essential core objective. 

I do not propose here to try to evaluate anybody's motivation in 
all of this. 

Senator BRYAN. I am not asking for the motivation, I am asking 
for what you think the impact is. 

Mr. Shane. I think the impact for this summer is going to be cat- 
astrophic in terms of revenues. They certainly have front-loaded all 
the revenues for the summer. Again, I said I am not sure how 
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many seats were kept out of some of these very, veiy low pro- 
motional fares. There may very well be seats that are still available 
for purchase at higher fares and people will want to travel and wiU 
be making plans as the summer moves on, and so we certainly 
have not seen the whole summer story written, but surely this fra- 
cas within the airline industry is going to cost in terms of yield, 
I know that. 

Senator Bryan. But should we not be concerned as a matter of 
public policy as to what the impact is going to be long term on the 
number of carries that survive and the competititHi that is out 
there in the airline market? 

Mr. Shane. There is no question. Of course you must be con- 
cerned, and I would be extremely concerned if it became apparent 
that the kinds of fare competition that we are seeing in the market 
either represented a genuinely predatory practice, a destructive 
practice, or if indeed there were clear evidence that you were accel- 
erating the demise of a significant number of airlines. 

TTiat evidence does not exist today. There is a lot of wringing of 
hands, and I have no doubt that some of the folks wringing ntinds 
are very serious about it and they may know more than those of 
us in Government know at the moment, in terms of statistics avail- 
able to them, but I think it is too early to sound any alarms on that 
front and I certainly do not propose that we get into the business 
of trying to second-guess any airline managers decision as to how 
to respond to a competitive cnallenge. 

Senator Bryan. I guess my response, Mr. Shane, is I am afraid 
we might be too late. 

Let me ask you, assuming that these airline financial difficulties 
are exacerbated, as I think they surely are going to be, and that 
indeed they may prove to be terminal for some of these carriers, 
and I apprehend that may be the case as well if we got down to 
only three carriers in America that provided any type of national 
service, would that be of any concern to you in terms of polity? 

Mr. Shane. I think it should be a concern to us. We would want 
to take a look at the way those carriers were operating in competi- 
tion with each other. 

Senator Bryan. I am talking about just the number. Would that 
be of concern, if indeed this thing, this economic Darwinism that 
Senator McCfiin talked about, if it got down to three carriers, 
would that be of concern? 

Mr. Shane. Speaking personally, I would be concerned, I must 
say that, and forgive me for jumping in. I think that is an area 
that is the null set. I cannot envision a circumstance in which we 
would ever, ever reach an airline industry populated by three car- 
riers. 

Senator Bryan. I am talking about three national carriers now. 

Mr. Shane. Three majors? .^[ain, I think this maritet is simply 
too big Eind too robust and too inviting to allow that to happen. 1 
do not see that as a major policy objective of the Department, what 
to do about the three-carrier scenario. I just do not think it is 
there. 

Senator Bryan. Mr. Shiuie, you may be ri^t and I may be 
wrong on this, but it seems to me that there ought to be some re- 
sponsibility on the part of the Department to at least analyze what 
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the impact will be and to prevent that from occurring, and it seems 
to me your assessment is it is not going to happen. 

You do not think it is going to happen, but I do not really see 
any contingent planning at all, if, indeed, there is some benchmark 
tjiat comes down the road that would suggest to you that indeed 
your earlier, more optimistic assessments are not proving to be the 
case, for you in effect to take some action. It seems to me we are 
just letting this thing just kind of continue to go downhill, 

Mr. Shane. I am sorry, I really have not addressed what we are 
doing. We are certainly monitoring the industry as closely as we 
can. We are in close touch with the industry. Every time there is 
a new initiative we get in touch with the carriers. I would like to 
think we have our fuiger on their pulse. I do not mean to surest 
we are just sitting back and letting it all happen. Secretary Card 
has insisted we provide him with daily information on this, and we 
are doing that. 

Senator Bryan. Thank you very much, Mr. Chairman. 

Senator Ford. Senator Kasten. 

Senator Kasten. Mr. Chairman, I would like to, if I could, yield 
my time to Senator Stevens and then reclaim my time in his regu- 
lar order. 

Senator Ford. Well, if you do that, then you will come next 
round. 

Senator Stevens. 

Senator Stevens. Mr. Chairman, I thank Senator Kasten and 
Mr. Shane. Knowing the courtesy that has just taken place, I have 
four questions find I would prefer to just use 5 minutes. 

First, let me state this. I was told yesterday that there have been 
many unfair trade practice complaints under section 411 and peti- 
tions to the Department to enforce current CRS rules, and the De- 
partment has done nothing on any of them. Is that right? 

Mr. Shane. I can check the record on whether we have had many 
complaints. I believe if they have come in we have deferred action 
on those complaints until such time as we have a new rule. 

Senator Stevens. That apphes to the unfair trade practice com- 
plaints also. 

Mr. Shane. Yes, but again I apoloeize. I am just not sure. 

Senator Stevens. Well, I would appreciate if you would put 
something in the record on it, because I am trying to expand this 
bill, and I think that means that 411 and the current nues need, 
obviously, attention. 

rrhe information referred to follows:] 

a SUMHARy OP DOT Bnpohcement Orders in the CRS Area 



1. Ord^ S7-1I-46 — Trans World AirtineB—Tbia consent order . _ 

$12,000 civil penalty against Trana World AirlineH, in part for inaccurately display- 
ing fare information in PARS. The case was baaed on an informal travel agent com- 
plaint.— Fkvceeding duration: 3 montba. 

S. Ordw 87-12^4— American Airlines v. Eastern Air Lines. Dkt. 44891— This 
order i^smissed an American Airlines complaint against Eastern Air lines whidl 



alleoed that Eastern used an inadequate number pi connecting points in its CRS 
'■ pUvB. liiere was no evidence of a violation. — Proceeding ' -''- - 
>n^>— Extra time needed to retrieve knd analyze evidence. 



3. Ord^ 88- 2 -4 . — Trans World Airlines v. United Air Lines and British Airways, 
Dkt. 44842— Trans World filed a formal complaint that alleged that United, through 
its GAS (Apollo), and British Airways, which supplied certain international fare 
data to ApoDo, fuled to provide a current fare listing with respect to TWA. The final 
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order approved a coiuent agreement under which United agreed to an aMemsed civil 
penalty of $45,000 and agreed ta take atepa, aocomnliahed at th« time of the older, 
to obtain and include in ita CRS more accurate ana compete international fiu« in- 
formation. — Procesdlag duratloiu 9 montha — Tlm« noedad to «4f«ctnate 

4. (&der m-1-31— lAer Lingus y. Delta Air Linee, Anuriean Airiina, Texaa Air 
Corp., Trans World Airlines, £ United Airlines; Ukt. 46619— This order Hi«ff.!fM^ 
Aer lingua' complaint Rgainst the five US. carrier respondenta (all CRS vmdm at 
the time). Aer Ongua had comjilained that Delta, and other vendora, listed ainde 
fli^t number connecting service as if it were single plane aervice, the^^ 
diaadvaataging Aer Lingus which did not provide single plane aervtce in certain Ira- 
land-U.S. marKets. The case was diamiwed since (1) uoae vendors that were not 
already in compliance took prompt corrective action, (2) the violations were tedi> 
nical and inadvertent in natura, and (3) nothing would be gained by additiooal en- 
forcement action. — Proceeding duration: 10 months — fime needed to effee* 
tuate rmwogrammintf of compnters. 

5. Order 5»-»~3S-^lleUa Air Lines v. American Airlines, Dkt. 44094 — The com- 
plaint alleged that American unfairly biased its SABRE displays by ordering flints 
according to unrealistic elapsed fli^t times. Delta claimed that &^BRE gave pref- 
erence to American flints by using elapsed times for American fli^ta whidi <fid 
not reflect operational experience. The order dismissed the complai^ when Amer- 
ican aerced to undertake remedial action to correct ita CBS elapsed times and in 
view of certain aettlement aRTvementa concerning unrealiatic sdiedulingwhidi wen 
reached with carriera, inclu£ng American and Delta, in August ITtfl? I*i itf mwlliig 
duration: 39 months — (1) Corrective action taken In leas than 12 month*; W 
complaint dismissed after monit<aing compliance by carriers with aetde- 
ment agreements which were in ^ect for two years. 

e. Order 90-1-20— Northwest Airtmea v. American Airlines, Dkt. 46641— North- 
west alleged that the minimum use clause in American's standard SABIUB contract 
with travel agenty aubacriberB represented an unfair competitive practice in viola- 
tion of Hection 411 and served as an indirect prohibition on the use of another ven- 
dor's Byatem, suidi as Northwest's PARS, in violation of the Department's rule on 
carrier-owned CRSa. The order diamlsaed die complaint, stating that the contpUtot 
failed to present substantial evidence that probable vioMtions of Uie CRS ruM had 
occurred. The order also noted that the minimum use clause issue was under coudd- 



eration in the pending Department GAS rulemaking. — Proceeding duratloBt M 
months— Dismisaal delayed for issuance of ANPRM. 

7. Ordw 90-1-30— Hanoivr Tnuiel v. Norihwttt Airlines, PARS Marketing Pait- 
nenhip. Dkt. 46693 — This complaint stemmed from the same factual circn^tances 
OS the Northwest complaint above. Hanover, a travel a^ncy, dainwd that North- 
west's PARS system imposed a minimum use dause that it, as a amJall agents, could 
not meet since it already had installed several SABRE terminala subject to mini- 
mum use provisions. The order dismisaed the complaint on the grounds dted in 
Order 90-1-29.— Proceeding duration: 21 months— eee 6. 

8. Order 90-1-Sl— <AA Cruise and Travel, American International TVotiW, But- 
let's Travel Station v. Delta Air Lines, Morris/Aelt Mr. Poster, Murdock Travel, Bon- 
neviUe-Beehive Travel Group; Dkt. 46796 — Several travel agendea filed a oompltdnt 
against Delta, alleging that Delta marketed a disproportionate share of its «li«™pt 
seats through the laraer agendes listed aa co-r^pondenta. These agendes wen all 
subscribers to DATAS D, at that time the Delta CRS. The complainants oU^^ that 
Delta offered spedal discounts for the acquisition of DATAS II equipment and large 
blocks of discounted fares to the large agencies, in violation of the GAS rules and 
section 411. The order dismissed on the grounds that no vendor is prohibited fiom 
offering discounts and incentives to potential subscribers, so long aa subsaribers are 
not mpired to use a single vendor's product exclusively. The on-gdi^ rulemaking 
is dealing with this issue.- Proceeding duration: 21 months — see C 

9. Order 90-1-aa— System One Direet Access, Continental Airiinea, Eastern Air 
Lines v. United Air Lines, Covia Partnership, and Covia Corp.; Dkt 46768— System 
One Direct Access, Continental Airlines, Eaatem Air Lines v. American Airliries; Dkt 
46769-~TheBe two complainta, filed contemporaneously, claimed that the two laraest 



vendors' subscriber contracts impermissibly restricted agendea from using the ouier 
'endors' systems and that SABRE and dovia orchitec^taUy biased their systems 
n a way favorable to their carrier owners. The order dismissed the complaints, stat- 



ing that they failed to adduce any new convindng evidence that either United or 
American were engaEed in conduct prohibited by section 411 or the CRS rale. The 
order also noted that the on-going rulemaking would address many of the issues 
raised tty the conylainant.- P ro c e o dim duration: 21 month*— eee 6. 
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10. Order 00-9-2$— Universal Traoel of Virginia Beath. Inc. v. Delta Air Lata; 
Dkt. 46920 — This complaint alleged practkea on the put of Delta similar to those 
described in the Hanover and Northweat claims Bupra. Delta's contract, according 
b> the complainant, required that Universal maintain at least a minimum ratio oi 



Delta to Apollo CRS terminalB at ita agency locations. The final order dismissed the 
complaint on bounds that it failed to present a case that probable violations of the 
CRS rule or section 411 had occurred, stating that there was no strict contract pro- 
hibition on Universal's ability to acquire Apollo terminalH in the fiiture but only a 
condition that if it did bo it would have to continue to meet the ratio requirement. — 
ProcMdiag duration! S months. 

Senator Stevens. Second, do you see any evidence of predatory 
pricing in the airline industry today in the United States? 

Mr. Shane. Predatory pricing is a very, very diflScult charge to 
make. 

Senator Stevens. That is not what I asked you. Do you see any 
evidence of it? 

Mr. Shane. I am the Assistant Secretary for this area of law and 
I have to be pretty responsible in my answer to that question. To 
this point, I do not; no. sir. 

Senator Stevens. Third, wiUi regard to the transfer of assets in 
bankruptcy, do you see a changing effect on the industry itself and 
the economics of the industry Decause of the control of the bank- 
ruptcy judges? 

Mr. Shane. No. 

Senator Stevens. You see no impact at all so far from their ac- 
tions? 

Mr. Shane. My point is that the bankruptcv judges certainly 
have control of the case to the extent they are looking out for the 
estate that is before the bankruptcy court. But a lot of the treins- 
actions that take place require, in addition to a bankruptcy court's 
approval, the approval of the Secretary of Transportation as well, 
and there is not anything that the bankruptcy court does that 
binds the Secretary of Transportation. So, if any transaction in the 
bankruptcy court affected the industry in ways that were not con- 
sistent with the public interest, the Secretary of Transportation 
would invalidate that transaction. 

Senator Stevens. Could. 

Mr. Shane. Could. He has not done so yet 

Senator Stevens. Fourth, I notice you bear the title of Assistant 
Secretary for Policy and International Affairs. How much time do 
you spend on each? 

Mr. Shane. About half and half. 

Senator Stevens. And it should take two men for each; should 
it not? 

Mr. Shane. I would like to have 10 for each. Senator. 

Senator Stevens. Do you see an inherent inconsistency in your 
job in determining domestic poli<^ and negotiating overseas for the 
people that you are in effect regulating throu^ your poli^ domes- 
tically? 

Mr. Shane. No, I do not see any inconsistency. On the contrary, 
I think the evolution of this industry into a global industry really 
requires that there be an integration of those two functions. You 
cannot possibly understand what is going on in this industiy unless 
you understand what is going on abroad. That is a fact of life. 

Senator Stevens. Well, respectfully I would say that when you 
have to get from Holochachuck to Bethel in order to get from 
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Holochachuck to Anchorage and then you have to get ftoiii 
Holochachuck to Bethel to Anchorage to Seattle in order to get to 
see me in Washington, DC, I do not tJiink you understand that. Do 
you fly very much? 

Mr. Shane. Much too much. Senator. 

Senator Stevens. I am serious. Do you fly much in the system? 

Mr. Shane. I certainly do; yes. 

Senator Stevens. Domestically? 

Mr. Shane. Yes, air. 

Senator Stevens. You have not noticed a change in the last 2 or 
3 years in Uie system? 

Mr. Shane. In the last 2 or 3 years I have not noticed a change; 
no. 

Senator Stevens. I think you have been negotiating abroad too 
much. 

Mr. Shane. I have not negotiated abroad in the last 3 years. Sen- 
ator. 

Senator Ford. Senator Danforth, 

Senator Danforth. Mr. Shane, if you were flying on TWA and 
one of the employees came up to you and asked about the future 
of that airline, what would your answer be? 

Mr. Shane. Cautiously optimistic. 

Senator Danporth. Is that the position of t^e Department <£ 
Transportation? 

Mr. Shane. The position of the Department of Transportation's 
would be the Secretary's to spell out. I did not come here prepsured 
to offer a position on Uie financial prospects for any individual cai^ 
rier. 

Senator Danforth. But there are some who would take a veiy 
bleak view of the future of TWA, but you would not share that 
view? 

Mr. Shane. I just do not feel tiie least bit comfortable in offerins 
opinions about the fmancial viability of private companies, whi(£ 
opinions would be headlines in the financial press tomorrow. 

Senator Danforth. You know, we in Government set something 
in motion with deregulation, and then we seem to be, for some good 
reasons such as the one you just stated, almost paralyzed, I think, 
in coming to grips with real concerns of people. 

We say we do not want to legislate because that locks ua in. We 
do not want to regulate because for some reason that ^ts bogged 
down. We do not waint to voice opinions about tiie viability ofair- 
lines, so all we are left with is sort of general rosy statements 
about the futiu'e of airlines. 

Mr. Shane. My testimony has been characterized several times 
as sanguine. I guess perhaps that is necessarily the result aC testi- 
mony which is designed to oppose legislation which at least the 
sponsors would like to see passed in order to solve a lot of prob> 
lems. 

I am certainly not sanguine about the immediate future of tiie 
airline industry. Its earnings picture is awful. It has gone throu^ 
ttie worst long, dark night of the soul in its entire history. This u 
a matter of public record. I am not denying any of that. 

I started my testimony by saying the airline industry faces chal- 
lenges unlike any it has faced up to now. That is all the case. 
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All 1 am suggesting is that the airline industry has shown tre- 
mendous resilience not only as an industry but in individual carrier 
cases as well, and that we have derived enormous, enormous eco- 
nomic benefits for the entire economy of this country for the last 
12 years. I just — I would just hope that we not run away from the 
success story that der^iulation is by coming in and intervening in 
this industry in ways that may not be helpful to its long-term pros- 
pects. 

Senator Danforth, The fact of deregulation is that right now 
seven airlines have 90 percent of the market; is that right? 

Mr. Shane. I would be happy to check that for the record. That 
may be right, but mv earlier point was that it is not a single mar- 
ket for purposes of those kinds of statistics. It is not a helpful sta- 
tistic to talk about who has the most traffic in the United States. 
There are 20,000 markets in the United States. The question is 
how much competition is in each of those 20,000 markets, and that 
is what I keep talking about. I keep talking about the fact that 
there is more and more competition in those city-pair markets in 
which passengers actually m^e choices every day. 

[The information referred to follows:] 

Par the year ended Mardi 31, 1992, the top seven airlines, measured in terms at 
revenue pasHenger miles (RPMs), account for 87.4 percent of domestic RIWs and 
S7.9 percent of svstem RPMs. The top ei^t airlioes account for 91.2 percent of do- 
mestic RPMs and 90.9 percent of system RPtAa. 

Senator Danforth. So, people in St. Louis who fly out of Lam- 
bert, where 80 to 85 percent of the traffic is TWA now, the basic 
answer to Uiem is look, there are a lot of airlines around. 

Mr. Shane. No. No. We talked earher 

Senator Danforth. I mean, maybe they could fly Air Alaska or 
something out of St. Louis. 

Mr. Shane. There are eight concentrated hubs and we had a col- 
loquy about those hubs earUer. Those are the pockets of problems 
that we have been concerned about fi-om the beginning. There is 
not sufficient new entry in those areas and not sufHcient competi- 
tion. I do not deny that. 

That is a problem that we face and that we want to address, and 
that is certainly a problem which the Congress wants to address, 
and 1 fully support Congress* concern about that. I am just suggest- 
ing that you give the administration a little more time to try to do 
it 

Senator Danforth. So, that is what I should tell the stewardess 
who comes up to me the next time I fly to St. Louis. "Just give the 
administration a little more time and all is well. Lighten up, ' 

Would the administration, would the President, veto Senator 
McCain's bill? 

Mr. Shane. I know the administration is strongly opposed. We 
have not had a conference on whether or not the opposition would 
rise to a veto. 

Senator Danforth. Would you recommend a veto? 

Mr. Shane. Would I personally? I would recommend a veto. 

Senator McCain. Would the gentleman just yield for one com- 
ment? You know that the provisions of the bill are the exact provi- 
sions of the proposed rulemaking, and he would still oppose and 
recommend a veto. 
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Mr. Shane. Proposed rulemaking. I do not know what will be in 
the final rulemaking. I would like to be able to decide that. 

Senator McCain. Excuse me, the nearly 2-year-oId proposed rule- 
making. 

Senator Danforth. Let me follow up on Senator Stevens' ques- 
tion about jyour particular dual function in t^e Department of 
Transportation, not so much from the standpoint of your specifie 
role, but the basic philosophy of the Department. 

I believed at the time that TWA was selling off international 
routes that the Department of Transportation weis more interested 
in international competition than in domestic competition, and the 
basic view of the Department was look, we would rather have three 
strong, surviving international airlines which could compete in 
international competition with the very strong airlines that exist 
throughout the world than to have more eurbnes which are com- 
petitive domestically. So that, as far as the wei^ting within the 
Department was concerned, the weighting was m favor of inter- 
national competition: strongly competitive international airlines, as 
opposed to domestic competition. Is that your view? 

Mr. Shane. I do not recall the deliberations taking on that color. 
The issue before the Secretary of Transportation was simply, is a 
particular route transfer in the public interest, and his decision at 
that time was it is in the public interest. There is no justification 
for opposing a transfer. 

I will say that the net result of that transfer and a host of other 
tnmsfers that were considered and api)Toved by the Department of 
Transportation — some like that one with significant modifications 
by the Secretary, others without any modification at all— ^11 of 
those transfers have created clearly the strongest and most com- 
petitive and most robust airline industry in the world, to the point 
where some of our competitors on the other side of the Atlantic in 
particular are expressing enormous concern about whether or not 
they can deal with a transatlantic market that includes these lean, 
mean machines that come out of Uie U.S. deregulated market. 

Senator Danforth. Most people have assumed that American 
and United and Delta are going to be the three surviving airlines. 
If the thrust of the administration is that these shoula be three 
strong airlines that are internationally competitive, then to the ex- 
tent that power is concentrated in those airlines, that would be 
viewed by the Department as a good thing. 

Mr, Shane. No, sir. In my exchange with Senator Bryan, I em- 
phatically rejected the three-airline scenario. Certainly that plays 
no part in any Department policy, and I frankly do not even oe- 
lieve, just as a matter of an economic prediction, that it would ever 
come about 

Senator Danforth. Let us suppose that an airline is engaged in 
predatory pricing. What does the competition do? 

Mr. Shane. If it were predatoiy pricing in the classical sense, 
then the competition would, as it apparenuy has done, go to court 
as one possible alternative, and another alternative would be to 
come to the Department of Transportation and make a case that 
unfair competitive practices are in fact taking place within the in- 
dustry and the Department would be requirea to issue orders to 
ban those practices. 



Digitized byGoOgle 



Senator Danforth. That would be a pretty hard case to make 
mthin the Department; would it not? 

Mr. Shane. It would, yes. Senator. 

Senator Danforth. Would it be a wheel-spinning operation? 

Mr. Shane. I should not prejudge any particular case. It would 
depend upon the facts. 

Senator Danforth. This would be something that would be on 
your desk; would it not? 

Mr. Shane. Ultimately it would be on the Secretary of Transpor- 
tation's desk, but I would certainly advise him alon? with the Gen- 
eral Counsel of the Department, and yes, DOT would be compelled 
to make a decision, surely. 

Senator Danforth. Would it be, just as a practical matter, a 
waste of time for an a^rieved airline to come before you with this 
kind of case? Would it oe such a hard case to make before you that 
the court and only the court would be the wav to go? 

Mr. Shane. It is just difficult to answer me question in the ab- 
stract. It is a very difficult case to make. There have not been 
many successful predatory price prosecutions or civil damage ac- 
tions. I think that should weigh heavily in any proposed complain- 
ing party's consideration of strategy. 

Senator Danforth. But you do believe that price wars do have 
a darning effect on airlines. 

Mr. SuNE. Certainly a price war that goes on like the one that 
we have seen is certainly going to damage the revenue picture for 
airlines, and we have seen a lot of damzige take place for the sum- 
mer, no question. 

Senator Danforth. Thank you, Mr. Chairman. 

Senator Ford. Senator Kasten. 

Senator Kasten. Mr. Chairman, thank you. 

On page 6 of your testimony you stated: "1 am not suggesting as 
a consequence that any of the big three airlines are in a position 
to dominate domestic markets." How do you define, or how would 
you define dominating a domestic market? 

There are some that would say that if 75 or 80 percent of the 
flights in and out of St. Louis are on TWA that TWA is dominating 
that market. Does that 75 percent have to go to 80, 85, 90, 95, 99? 
When would you say that one airline is dominating that market? 

Mr. Shane. I would say TWA dominates that market today. 

Senator Kasten. How about in the case of Minneapolis, where 
you have got :( percent of Northwest? How high would you have to 
go in terms of dominating that market before you would say North- 
west dominates the market in Minneapolis? 

Mr. SHAm:. Northwest dominates Minneapolis. 

Senator KASTEN. How about Detroit? If you are talking about 
dominating a market, where would you have to go in terms of does 
Northwest dominate that market? 

Mr. Shane. When we see fare premiums along the lines that we 
see in places like Detroit, Minneapolis, and St. Louis, and we see 
there is a single carrier that is dominating the market, those are 
the problems. 

Senator Hasten. Then I do not understand what you mean on 
page 6, where you say people are not dominating domestic markets. 
This is the middle or the bottom paragraph. It seems to me we are 
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saying at least in those few that we pust quickly picked out there 
in fact is a domination of the domestic market by a particular air- 
line. 

Mr. Shane. The premise I am dealing with is the notion that 
what you see in some of the concentrated hubs today, which we 
identined as I say a couple of years ago and which are a problem, 
is merely a harbinger of what you are going to see across ttie coun- 
try. That is what I was talking about — the idea of ^h\8 disease 
spreading to markets throu^out the United States. I do not see 
that happening. I do not see this concentrated hub phenomenon ex- 
panding. 

Senator Kasten. So, you really should change your statement 
and SE^ that there will not be further domination oi domestic mar- 
kets but we accept the domination that exists. 

Mr. Shane. No, we do not accept the domination that exists, and 
I would not change my statement to that effect. That domination 
is precisely what our initiatives are about The idea is to get new 
entry and real competition into some of those dominated hubs. 

Senator Kasten. Talking about now new entiy, in response to 
Senator Bryan you said if we lose two airlines we would have new 
entrant carriers jump in. Could you name, over the past 2 or 3 
years for the record, the names of the new entrant carriers that in 
fact have jumped in as we have seen Eastern and others go back? 
It seems to me Uiere are a relatively limited number, and mi^be 
none at all that I can name in the last 2 years, that have jumped 
in. 

I think what has happened in fact is we have increased the domi- 
nation that you were talking about being concerned about. Have 
new entrants, in your own words, jumped in, or in fact have we 

i'ust increased the concentration of the existing iiirlines as people 
ike Eastern fall by the wayside? 

Mr. Shane. It is an evolving picture. When Eastern went away 
we had in effect a bidding war before the bankrupt^ court for 
Eastern's operations out of Washington National. Northwest cre- 
ated a major new hub at Washington National in competition v/itix 
the other carriers that were already hubbing here. 

Senator Kasten. Would Northwest be categorized as a new en- 
trant carrier that would jump into the Washington market? 

Mr. Shane. That is what I meant, yes. A carrier that was not 
already in the Washington market, to me same extent that it then 
could become a hubbing carrier in Washington. 

Senator Kasten. In other words, you are calling new entrant car- 
riers not necessarily new carriers, just new entrants into a particu- 
lar market. 

My point here is that in the process of the changes that have 
taken place it has been a further concentration, not new competi- 
tors, not new entrants. It has been furlines that are presently ex- 
panding and in fact expanding their dominant power into new mar- 
kets where they had not previously been major players, 

Mr. Shane. That is right. 

Senator Kasten. That is what is going on. We do not have new 
entrants and more competition in the system. 

Mr. Shane. No, I did not necessarily mean there would be an in- 
crease in die population of the U.S. airline industry. 
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Senator Kasten. You spoke about rulemaking in response to 
Senator McCain, and you said that rulemaking has worked. In 
your words, we should not run away from our success. I do not un- 
derstand where rulemaking's success has worked over the last cou- 
ple of years. 

You obviously are frustrated and you share our frustration, and 
there is frustration on both sides of these tables as you have cor- 
rectly pointed out. Maybe rulemaking has worked in the Depart- 
ment of Labor somewhere, or maybe rulemaking has worked at 
some other part of the Department of Transportation, but I do not 
think Uiere is a person in this room that thinks that rulemaking 
has worked, and we should not run away from our success in rule- 
making in this area. 

We nave not been successful at all either with regard to com- 
puter reservation systems or with regard to new entrants and slot 
use. Are you suggesting that somewhere there is a part of this that 
we are missing, Uiat we have had a great success? 

Mr. Shane. Yes, I think we have had a great success, and I guess 
everybody is missing it. The industry is a success in terms of what 
it was before 1978. 

Senator Kasten. I am talking about rulemaking. 

Mr. Shane. You asked me what I said in my statement. I am try- 
ing to explain that. Senator. What I said is the rulemaking process 
has been a success. It has been a success as much because we have 
been li^thanded in the application of the rulemaking authority 
that the Department has as anything else. 

'llie chairman asked, is there a cufference in the CRS industry 
and has that difference been attributable at all to the rulemaking 
process, Euid I said yes to both questions. 

It is a different industry today. It does not have the display bias 
that it had before iJie CAB promulgated tJie first rule. That has 
been essential to competition in the industry. It was an essential 
part of the success of^ deregulation, and so you see examples like 
that throughout the industry, and I believe the rulemaking as ap- 

Slied 1:^ the Department of Transportation, not vrithout important 
ifferences of opinion with important committees of the House and 
Senate, has nevertheless in the main been a success story. 

Senator Kasten. On page 7 you used Midwest Express as an ex- 
ample of a very small airline tnat has rapidly expanded, et cetera. 
I think it is just important get on the record that you and I both 
agree that the expansion of Midwest Express has not been to the 
key hub, high-volume airports. 

The expansion of Midwest Express has been because of their en- 
trepreneurial work at finding little places to fly to and it is not the 
way that they would like to expand. They are being prohibited from 
expanding, because of the^stems presently in place, into the mar- 
kets they want to go in. Their expansion has been primarily into 
the nonhub airports. You would agree witJi that; would you not? 

Mr. Shane. I would, yes. 

Senator Kasten. In order to have better competition for a num- 
ber of airlines, you would agree that we ought to be able to have 
flexibility in terms of expanding into some of these newer markets 
as well as flexibility for new entrants or for limited incumbents 
into hub airports and there ought to be opportunities for America 
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West and other people to come into both kinds of airports and that 
would be the goal of your policy, is that correct? 

Mr. Shane. Yes. 

Senator Kasten. In roughlv, I think it was about a year aco, 
when you all came out with tne proposed rule 24 hours before uie 
hearing or 12 hours before the hearing, whatever it was, one of the 

Soints in that was how we define the use of a slot, and we have 
iscussed this at least twice, I think, me sitting here, you sitting 
there. 

With r^ard to the concept of babysitting slots and whether or 
not a slot should be defined as being utilized at 60 or 65 percent, 
in the rule that you all proposed shortly before the previous bear- 
ing, a proposal was to go to 90 percent in order to define the use 
of a slot. 

Why can we not move at least on that one small part of all this 
and is it a fact that iust some of the larger airlines that are control- 
ling these slots at places like Washington National and La Guardia 
are just blocking you, or is there an economic reason, or what is 
going on here? 

It seems to me that we have something that is of value. There 
is a debate as to whether or not they ever boudit it, but right now 
it is for sale, and I am not going to go into that debate, but why 
can we not just move on that one section? 

Just in terms of pubhc policy we ou^t to have people utilizing 
to a greater extent something that has Decome an asset, and if we 
are able to just make that one change maybe to 80 or 85 percent 
and knock out some of the people that are babysitting those slots 
and give opportunities to some of the limited incumbents or new 
entrants, just that one change could solve a lot of the problems 
that you have got everv time you come before this committee. Can 
we not cut that out ana just make that one chfuige? 

Mr. Shane. I understand your point perfectly. Senator, and the 
only thing I can say in response without commenting on whether 
it would be 90 or 85 or some other number is that Iwill have to 
return to my Department and seek a special dispensation to do 
that. I am prepared to ask permission for that kind of a step. 

Senator KASTEN. That is a step, and I think everybody can recog- 
nize that that is something— maybe if you got tons of unused slots 
and you are switching flights in and out so that at the end of your 
3-month period you can get bumped up back over that threshold so 
you can fool everybody again — but we all understand what is going 
on here, and it simply needs to be changed. 

Let me just conclude. Later we are ^ing to hear testimony fi^mi 
Mr. Davidoff, and I just want to at this point in the record include 
one part of his testimony, because it expresses my feelings in many 
•ways: 

Because Uie time has come fbr Congress to finish the business of CRS regulation 
the Department of Transportation is either unwilUng or unable to compl^. The 
first reffulationa were adapted in late 1984, had b planned life of 5 years. Near tfae 
end of that time the Government was to reassess the regulations for possible elind- 
nation, continuation, or expansion. 

Under the latest extension announced by DOT, more than 3 yean will have 
passed before our industty knows what shape the rules will take. In reality, how- 
ever, we do not expect this deadline to be met, either. We, alor~ ■"*"■ * -' 

oolleaguea in the airline and CRS buaineas, have lost confident 
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I think it is fair for me to say that I would associate myself with 
those views and my judgment is that these views would be associ- 
ated wiUi many of the members of the committee. We have lost 
confidence in the DOT rulemaking process, and as much as I would 
agree with you on a kind of a stepping back and looking back at 
the process, I could not agree with you more about the flexibility 
that you need. 

I feel the same way about us regulating cable television and alt 
th^se other kinds of things. Technoic^ is moving faster than legis- 
lation, and most of these things we^o not un(urstand very well. 
You do, you are an expert at it, and most of the people in the audi- 
ence do, but because the public and the people associated with this 
have lost confidence in the rulemaking process, ^e pressure is now 
on us, even though it might not be the best way to do it. 

You can dig yourself out of this. If you could move on the rule- 
making process, we would not be here with this legislation. It is 
just that simple. 

Mr. Shane. One brief comment. I understand that point com- 
pletely. The President of the United States has determined that 
there will be a moratorium on the issuance of new regulations. I 
support that moratorium completely, and there is really not veiy 
much enthusiasm within the administration for going back on the 
President's word on that 

Senator Kasten. Mr. Shane, that is a copout. If you did not have 
the administrative rule thing and the moratorium sitting back 
here, you would have a different reason. You have been here before 
without the 90-day moratorium, and we have gone through this. 

Now, that gives you one more excuse, and it is a good one be- 
cause most of us supported the moratorium, but the fact is that the 
process is one in which the public no longer has confidence, at least 
in this one area. The public no longer has confidence in the DOT 
rulemaking process, and you can hide behind the 90-day morato- 
rium. 

That is going to be going away soon. My guess is that we could 
be back here again and there would be no 90-day moratorium, and 
we would still oe arguing about some of these basic things, and I 
just hope that you can move forward. 

Thar^ you, Mr. Chairman. 

Senator Ford. Does anybody else have any other questions that 
th^ would like to ask of Mr. Shane? 

lliank you for sitting here for a few hours and being bashed. 
[Lau^ter.] 

If you would respond to your party's desire here, you might not 
get as bashed as much. You were asked on two or three occasions 
today to offer some information for the hearing, and I hope you will 
respond to that fairly quickly. 

Mr. Shane. Yes, sir, we will do that quickly. 

Senator Ford. Thank you, Mr. Shane, and I am sure we will be 
seeing you again. 

Mr. Shane. Thank you, Mr. Chairman. 

Senator Ford. Now we have a panel of three: Barry Kotar, senior 
vice president, Quali^ Human Resources and Information, North- 
west Airlines, Mr. Michael J. Conway, chief executive officer of 
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America West, and Phil Davidoff, CTC, president and chief execu- 
tive officer, American Society ofTravel Agents. 

We will start from right to left. Mr. Conway, if you would start, 
then Mr. Davidoff and Mr. Kotar, if we could go in that order. We 
would ho^e that you would hold your statements to 5 or 6 minutes, 
and we will include the total statement in the record. 

We get here find get a little bit crushed for time, and I do not 
WEUit to jeopardize the opportunitv for my colleagues to ask you 
questions, and I am sure you are nere to answer questions rather 
Uian make a statement, so Mr. Conway, if you would proceed we 
look forward to your statement. 

STATEMENT OF MICHAEL J. CONWAT, CHIEF EXECUTIVE 
OFFICER, AMERICA WEST AIRLINES 

Mr. Conway. Thsmk you very much, Mr. Chairman. I appreciate 
the opportunity to a^ear before this committee and I had submit- 
ted a statement earlier that I would request be entered into the 
record. 

Senator FORD. Without objection your full statement wilt be en- 
tered in the record as if given. 

Mr. Conway. I will endeavor to be as brief as possible, but I do 
have some commentary that I would like to put in summary form 
as well as to introduce some that might be a little bit new. 

The underlying premise behind deregulation was to encourage 
new entrants and provide open access for carriers to come and go 
into the marketplace as they pleased. The way it is today, it is only 
a one-way street. Carriers only have the opportunity, in my opin- 
ion, to go. 

We have an immediate and a serious problem, in my opinion. 
There is a predator on the loose, and that predator is American 
Airlines. In my opinion, the entire American Airlines-led fare ini- 
tiative is nothing more than a disguised strategy in which Amer- 
ican Airlines knew exactly what the competitive response of other 
airlines would be. They were ti^ng to eliminate entirely a niche 
established primarily by TWA where they had achieved a price ad- 
vantEige in one-stop service over very hi^-priced nonstop service. 

In my opinion, Ainerican Airlines knew that TWA would be com- 
pelled — once American lowered their fares under a so- called fare 
simplification program, TWA would first be compelled to drop their 
fares further to try and maintain a successful niche that they had 
established. That is exactly where American Airlines wanted them 
to go, and then immediately went down to those levels. 

Along with the massive public relations campaign that started off 
with fare simplification, American Airlines tried to position them- 
selves as someone who is merely reactionary to lower fares, when 
all the time they were the protagonist. 

Some will ar^e including. I am sure, American Airlines, that 
how could this mdustry not oe competitive? All you have to do is 
look at the staggering losses in the industry. I tnink when an in- 
dustry has sta^ering losses, that is more indicative of an indus- 
try's viability, not the competitive nature of the industiy, particu- 
larly when a few have such market power that they are able to 
incur large losses themselves, inflict them on people they are sup- 
posed to oe competing with in a fair manner, and ^ey can in fact 

Digitized byGoOgle 



45 

cause the losses to happen and then argue, "My God, we must be 
competitive." 

These same people will tell you, who in my opinion are leading 
pricing in a predatory manner, that they cannot control their costs. 
I think that is a very sad statement for any executive to say that 
they are unable to control their costs, but when you have an indus- 
tiy whose very viability is in question, like this industry is, people 
who admit that they cannot control their costs, in my view that is 
the combination that tempts people to cross the line, and I think 
the line marks fair competition, and that is what puts people over 
the edge. 

I thmk most people would agree, as evidenced by the participa- 
tion in this committee hearing todf^, that something is wrong with 
the picture in the U.S. airbne industry. Something is wrong with 
the picture any time an industry in just a 24-month period can lose 
$6 nlhon, and that happens to be $2 billion more tiian all of the 
earnings made hy all m the U.S. airlines forever, up until that 
point 

Now, members of the committee, there is a movie that is being 
made ri^t now atwut our industry, and unfortunately I think that 
movie is very much X-rated. I have heard discussions here this 
morning about entering into new markets. America West Airlines 
is the only airline of size tiiat is a survivor of deregulation. I be- 
lieve we have opened more new markets than any oUier airline in 
the United States. 

So blatant is the current pricing activity that a large megacarrier 
airbne can one day sav they have ebminated corporate ^scounts 
and then on that very aay in brandnew markets that America West 
has opened up they are right in the back door of corporations offer- 
ing deep discounts at a fraction of the fares tney previously 
chareed, undercutting our fares, which were made affordable. I 
think something is wrong when tiiat type of situation is allowed to 
occur. 

I have heard testimony here this morning that a lot of progress 
has been made in the first quarter, particularly by carriers that 
you mi|^t categorize as in troubled condition, and that is very 
much the case. 1 also heard testimony that earnings and improve- 
ment for the second and third quarters were uncertain. No, it is 
not. In my opinion, there will not be any improvement, and there 
certainly will not be any profitability. 

This mdustry right now has been turned into a game of pure 
staying power, and the last one with any money left will certainly 
win. I certainly share the sentiments of the Senator from Missouri. 
You can go to five of the nine major airlines today and there is a 
great deal of concern as to the survivability of each one of those 
airlines. 

There are some who might argue that the only reason America 
West is the lone large survivor of deregulation, those carriers 
formed since 1978, is because we have been ludiy. Well, we have 
had plenty of luck, but it is not the kind you would like to brag 
about. 

We do not mind competition, and we do not mind hurdles put in 
front of us. We have an outstanding product We have the lowest 
unit cost of any major carrier in the United States. We have got 
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the best ontime performance of any airline in the United States 
since the Government began tracking it. 

We were 1 of only 2 ILS. carriers that was named in the top 20 
in the world as providing the best service to its customers—tiie 
other airline was Alaska Airlines— only 2 U.S. airlines, and the 
U.S. airlines represent more than one-half the available seat-mileB 
in the United States. 

As I said earlier, something is wrong with this picture, but I do 
not think it is too late to do something about it. I would very much 
urge this committee to work with the Department of Transpoi^ 
tation and immediately request the Justice Department investigate 
what we stronglj[ believe is a predatory condition in our maraet^ 
place. I do not think the future jxides well if something is not done 
soon. 

Any time you have people saying they caimot control their cost 
at the same time they are garnering more and more market share, 
I believe if the problem is not addressed by the Government now 
and we do gravitate to two or three very high-cost airlines who 
claim they cannot control their cost, a much bigger problem will be 
delivered on the steps of the Government saying we need help. 

It has happened before in other industries. You must help us be- 
cause we are so integral to the overall economy of the United 
States. You ciuinot let us fail. You must do something ri^t now. 
I believe that that is a tragedy that does not have to happen, and 
again I would urge this committee and the Department of Trans- 
portation to request the Justice Department to immediately inves- 
tirate the current practices. 

Thank you very much, Mr. Chairman. 

[The prepared statement of Mr. Conway follows:] 

Prepared Statkhbnt op Michael J. Conway 
I appreciate the opportunity you have given me and America West to present oar 
view* on thete veiy important mitijects. 

I found it very poetic when I received your witneHa letter and I read that the nb- 
ject of the heani^ would be the existing competitive practices in the induatiy and 
CBS legislation. It is because of unremedied CRS ahusea that we have the (uignp- 
olistic environment which permits the predatory condition exiattng today. Ans- 
competitive CRS practices could have, indeed, should have, been remedied ung tap. 
Had this been dooe, we would have had an overwhelming net benefit to the pubEc 
There would be more airlines in existence and the resultant competition would havs 
instilled efficiencies in the industiy that would have brou^t about suaUdn^ly 
lower fares and a service level at least as good as, if not better than, today's. 

Instead, Mr. Chairman, we stand at the edge of an abyss. This is the same abyn 
into which the US. steel and auto industries, once dominant woridwide, have falwn. 
We face the specter of a consolidated domestic industry with only a few compeUton. 
We face foreign governments renouncins their sir treaties with us and prepoiing ta 
close their borders. If this happens, our largest industry, tourism, will suSer grratly. 
Economic development, such as that occasioned in Charlotte, North Carolina, whim 
numerous German companies have located, certainly in part due to its esistiiiB lib- 
eral aviation situation, will be stunted. The great promise of aviation wlD be 



However, this need not be the case. We can step back from the ak^ss but we must 
act quidtly and decisively. We must address those anticompetitive practices, CRS 
being the most important, which result in such an imbalance in the induatiy. We 
must also squarely address the predatory conduct recently displayed by a "«"T<Vr 
of the induatiy and firmly state mat it ia unacceptable. We must reconfirm tiie prin- 
ciple that this industry is deregulated and will stay so until the government deddss 
ouierwise, not when it suits American Airlines. 

In order to fully understand the nature of American's recent pricing initiatiTet, 
we must go bai^ and review the pre-April 9th picture of the industiy. It was coming 
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off an ei^teeo month period where the industiy had bat s combined $6B. As has 
been widely quote<L the combined eOects of war and recession had eroded every cent 
of profit made by vS, airlines since the dawn of aviation. 

However, the news had gotten better if it wasn't actually good, Induatryanalyst* 
were predicting a email profit for 1992 and better times ahead in 1993. The three 
earrien operatmg in Chapter 11 reoTKamzation were m^ing pragress baaed on 
their pubhc reports. We can only speak Tor ourselves but we have no reasoo to doubt 
the wier reports. 

I can say with cootideace that America West was indeed making substantial 

Kigreas towards emerging from Chapter 11 in 1992, probably in the 3rd quarter, 
y to this progress was our ability to exploit the only competitive tool we have, 
that being our low coat bate. We do not have the CRSs, the slots, the frequent fiver 

Srograms, the international routes, in sum the maritet power possewed by all otner 
ill service major carriers. The one thing we do have is a 20 percent coat advantwe. 

The strategy empkyed by America West was to find a mche as a law-cost, full 
service airline. All things being equal, including price, moat travelers will take the 
biggest carriers for a varieUr of reasons. If we could offer the traveler a sli^tly 
lower fare with admittedly fewer amenities, such as private airport clubs, frequent 
fiver destinations, and the like, we found we could attract enough traffic to eventu- 
aUy prosper. This strategy was working until April 9th. 

As virtually evez^one Knows, American Airlines launched a revolutionan pricing 
initiative April 9. [ will not go into great detail on it but will review a few hi^- 
li^ta. From the [Hibliahed reports and unpublished information inside the mdustiy, 
AoMrican's intention was to stimulate inelastic trafTic by reducing the lijll coaut 
fare, whidi only 6 percent of the traveling public was paying. At the same time they 
stated they were eliminating cor^rate discounts ana other special fare categories 
for things like the military, senior citizens and bereavements. Apparently, they 
maintained special government rates until instructed to discontinue them by the 
government. At the same time, their "simplificatian" strategy for leisure travelers 
was actually a fare increase. Our analysis indicated that their intent was to narrow 
the differential between the hi^est and lowest fare, pushing fares into a narrower 
band, and at the same time realizing a higher averajge return per passenger. The 
price for this, however, could be at least $100 million to American by their own ad- 
misaion and $3,6 billion to the entire industry according to other estimates. 

The true predatory nature of American's fare initiative soon reared its head. Aa 
w« R^st«d our fares throughout the mai^tplace in order to maintain our niche, 
American reacted. They did so in a manner unlike any other carrier. In those mar- 
kets where we do not compete with American, we did not encounter such irrational 
behavior. 

Let me give Ihe Subcommittee just a few of the numerous examples we have. 
America West has an extensive Nile Plight complex out of Las Vegas. By using air- 
craft that would otherwise remain parked at the gate all night, we are able to offer 
cheaper lli^ta to those individuals willing to D y at ni^t. AJter the April 9tJi initia- 
tive, we maintained our Nite Fli^t pricmg Khetne with an unrestricted one-way 
fare of $190 between our new hub in Coluiwus and Las Vegas, as well as between 
Columbus and Phoenix. In response to that American slashed their one-way fare, 
day and ni^t, to $190. Prevk>uily, it had been $632. Obviously, this was a little 
deeper than 38 percent. For us to adopt American's fare plan would mean the end 
of our Las Vegas Night Fli^t complex and the consumer benefits it provides. At 
the same time, Amencan went to BancOne of Columbus, Ohio, whidi nas recently 
entered into an agreement to purchase Valley National Bank of Phoenix, and offered 
them a corporate contract for the remainder of 1992 of a $200 one-way faro between 
Columbus and Phoenix. This was just after their announcement that corporate dia- 
couDts were a thing of the past. I wonder if the banks in Louisville are getting the 
■■me offers? 

Not content to nibble around the edges, American next went for the jugular. This 
waa their "50 percent ofT sale for summer leisure tratTic. In reality, this sale was 
a 60 percent-ofr sale in terms of airline revenues because American chose the lowest 
of the various leisure fares to reduce and, when increased bookinK fees and commia- 
n costs are factored in, you must cany nearly two and one-hair people for every 



teyou had planned to carry prior to the sal 
We submit, M: " " ' " 

prll 9th cleariy ^ , ._ 

'ho have stated that this will be a boon for airiines. Northwest Airlines statea that 



submit, Mr. Chairman, that ai^ objective review of American's action after 



April 9th cleariy establishes their predatory intent. We know of no industiy experts 
who have stated that this will be a boon for airiines. Northwest Airlines statea that 
"Some people are more interested in control, control, control of the pricing structure 
inateaa of making a nrofit." Delta Airlines characterized the fares as "^inrealisticallf 
low." Continental called the action "another irrational fare war." i~ " ~ 
president of the American Society of Travel Agents, expressed what 
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catastrophe for the airlines and for travel agents." 

This view is apparently held by securities analystH as well. On June 1, Standard 
& Poor's dowDgraded $16,5 billion in aecuritiea of four meJor XJ£. airlines; Delta, 
USAir Group, NWA Inc. and even American's parent AMR Corp. Among the reasons 
cited for this action was the belief by most airline managements that American'* 
April 9 fare structure will cause a net loss of revenue and that the moat rec«nt lei- 
sure fare cuts will further dilute revenues, despite a flood of bookings. Last FVidav, 
Moody's Invesb)rB Service lowered its rating on $4.6 billion of Delta's loiW-tenD debt 
because of a poor earnings outlook exacerbated by the industry-wide half-price wars. 
An airline analyst summarized the prevailing view when he stated American had 
"gone far and beyond what was necessary" and only advances the view that Ameri- 
can's real aim is to eliminate capacity by putting weaker competitnra out of busi- 

Bven American Chairman Bob Crandall appears to recognize the seriousness of 
the situation. In a speech to the Wings Club on September 25, 1991, he stated IJn- 
less we can restore our industry's profitability, I have little doubt that we will soon 
be hearing calls for big-time re-repilation — not only for the reasons we hear todav, 
but also because our increasingly precarious rinancial situation: threaten* the viabil- 
ity of our nation's primary inter-city transportation system; threatens the health of 
-" ' imy; and threatens our competitive capabihtiea in the global mar- 

. e speech, he found time to comment on the induatiy** revenue prob- 
lems, citing bankrupt carriers as one of the most acute parts of this piublem CSrhoae 
activities grossly distort product pricing."). 

We contend, Mr. Chairman, that this action should be seen for what it is, an at- 
tempt to destabilize the U.S. airline industry and put airiines out of business or infai 
bankruptcy. Everyone involved in aviation knows that the summer is Qie airlines^ 
strongest season. Carriers robbed of profits in the summer face a difficult FalL More 
axtivSy sudi as we have witnessed iram American and you face the spectre of tens 
of thousands of unemployed woriiers this fall and many more airplanes parked in 
the desert. And, while these fare reductions may beneitit your constituents in 1^ 
short term, whoever survives the carnage will have to make up the losses and cover 
their hi^er costs. This can mean onlj[ one thing — substantially hi^er fares. 

Tida Subcommittee, this Congress, indeed, the entire Federal Government, should 
state as forcefully as it can, we will tolerate no more of this: Aviation and aerospace 
are too important la this country to be controlled by one company. Now is the time 
to deal with this problem white options remain. Much more of^this behavior and you 
win be without options. 

One such option is the legislation before the Subcommittee. CRS reform would at- 
tack the largeit barrier to entry and anticompetitive practice in the airline industry. 
We have submitted our views on this subject to the Subcommittee numerous times. 
We first did so in 1987, and what change there has been since that time haa been 
mostly for the worse. The industry has witnessed the disappearance of several car- 
riers and tens of thousands of jobs. Absent pm-competitive governmental actitai, 
both of those numbers are likely to grow in the future. 

That CRSs convey enormous market power to their airline owners cannot be de- 
nied. In its Notice of Proposed Rulemaking (NPRM) on CBS Regulation, 66 Fed. 
Reg. at 12686 (March 26, 1991), the Department of Transportation (D.O.T.) made 
the tentative finding that "* * * each of the CRS vendore continues to have market 
power that could be used to undermine the competitive strength of oUier airlines 
in a manner contrary to the antitrust laws. The ventkirs also have the incentive to 
use that power to prejudice the competitive position of other airlines." 66 Fed. Reg. 
at 12691. The D.O.T. made this determination on the basis of the following facts: 
tT]here ere no perfect substitutes for CRS services available to airUnea or travel 
agencies, each vendor has a dominant maricet share in some regional markets, and 
new entry into the CRS business is unlikely." 66 Fed. Reg. at 12693. 

This market power is further evidenced oy the supra -competitive booking fees the 
vendor airlines charge their competitors. As the D.O.T. stated, "^ach carrier must 
participate in each ^stem in aruer to reach that system's subscribers. Moreover, 
travel agencies have no incentive to choose a system because it has bwer booking 
fees than other systems, for the agenciea do not pay the fees, and participating air- 
lines have no way of encouraging agencies to choose the CRS with the lowest Tecs," 
56 Fed. Reg. at 12596. 

Another source of mariiet power for the vendor carriers is incremental revenuM. 
As described by D.O.T., "An additional competitive handicap imposed on non-vendor 
carriers is the vendorr recei[A of incremental revenues from tneir subsoibers. In- 
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cremental revenues are the additional airline revenues a vendor obtains when an 
agency uses its CBS." 66 Fed. Re^. at 12596. While it is true that some incremental 



relations, another signilicsnt part ol it comes mim the w^Lhe vendors have struc- 
tured their CRSs. Again, from the proposed D.O.T. rule, "The vendors' incremental 
revenues result in large part from their design of their systems, that is, from archi- 
tecture Uas. Archit«^ural bias refers to system features that make it easier and 
more relink for an agent to obtain information and make a booking on the vendor 
than on any parUdpating carrier." 56 Fed. Reg. at 12597. 

The legislatkin before the subcommittee will reduce the maricet power CRSs have 
heretofore given their vendor airlines and provide a healthier environment where 
competition will be based on airline services, not computer bias. The sections of the 
bill whidi have been given the 1^1 'equal functionality" are designed to lessen, if 
not eliminate, the architectural bias of the systems. This should stem the flow to 
the vendors of incremental revenues that do not result from activities connected 
with the sale of airline services. Incremental revenues resulting from superior sales 
efTorts and the like, should and will remain. 

Ihe arbitration provisions in the legislation are neceasaiy to ensure that "eoual 
functionality" is real and not illusory. Aa has been mentioned pieviously, vendors 
have tremendous maiket power in their ability to charge supracompetitive booking 
fees to parttcipants. Participants lack any true ability to restrain tneae fees. They 
must pay or not participate. This is unique in the airline business. If we want to 
obtain a plane, a catering contract, or a computer tenninal, we have optiona. If one 
vendor gives us a price we consider unreasonable, we can shop elsewhere. This is 
not true with CRSs. We must participate in all in order to remain competitive. Tlie 
vendors know this and it gives them unsurpassed bargaining power. 

Once the requirement for equal functionality has been agreed upon, there must 
be a way to make sure its attainment and subsequent availability to other carriers 
is real and not illusory. We see three methods of accompliahing this. The first ia 
to rely upon the beneficence of the vendors. We believe sum an approach is unwork- 
able. As nas been mentioned previously, vendors have tremendous market power in 
their ability to charge supracompetitive booking fees to partidpants. Partieipant* 
lade any true ability to restrain these fees (D.O.T., D.O.J, and GA.O. studies all 
concur on this point). If equal functionality is to have meaning, partidpants must 
be able to take advantage of it in a way that is not cost prohibitive. This is particu- 
lariy true of non-vendor carriers whicn would include liny future new entrants in 
the airline industry. 

The second method is to require arbitration between the parties. This would add 
balance to an otherwise unbalanced commerdal relationship and would give the 
partidpants some way to ensure that fees do not rise to the point where it is cost 
prohibitive to obtain the service. There is simply no other way to ensure this that 
the vendors do not try to shift to booking fees the incremental revenue they would 
have received from architectu rally biasing their systems. The other choice would be 
^venunental regulatkin of these fees ana that is not an option which America West 
IS prepared to advocate at this time. 

Finally, we would like to echo our support for the subscriber contract provisions 
of the legislation. While we will leave the detailed rationale in the capable hands 
of friends, the travel agents, we do wish to note that anything whidi could ulti- 
mately lessen the stranglehold particular CBSs have in certain regional markets 
will ultimately benefit competition and the consumer. 

Hub legislation represents a very modest approach to dealing with the very seri- 
ous problem of CRS maiket power. It will minimally interfere with the marketplace, 
coat the vendors little they claim they are not already planning to spend, and result 
in enormous consumer benefits in the form of a much needea boost to competition 
in the airline industry. 

We believe that our industry is deeply troubled. Although we do not maintain that 
a cessation of the recent preoatory conduct, coupled with CRS reform, wilt cure all 
the ills, the failure to do these things will only worsen the industry's condition. 

Senator Ford. Mr. Davidoff. 

STATEMENT OF PHIL DAVIDOFF, CTC, PRESIDENT AND CHIEP 
EXECUTIVE OFFICER, AMERICAN SOCIETY OF TRAVEL 
AGENTS 
Mr. Davidoff. Thank you, Mr. Chairman. I would ask that the 

comments that we filed be made a part of the record. 
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Senator Ford. -^Without objection, your comments will be placed 
in the recoid as ifgiven. 

Mr. Davidoff. Thank you, sir. 

At the outset, I must eigree that I certainly share Senator 
McCain's concern for obfiiscation and delay, and Senator Kasten, I 
thank you for echoing my testimony as regards the position of the' 
Department of Transportation in the rulemaking. 

Very honestly, if the Department of Transportation had done its 
iob, or if we believed that the Department of Transportation would 
be doing its job in anything that approaches a timely manner, 
ASTA, the American Society of Travel Agents, probablv would not 
be at this table today, but the fact is they have not aone the job 
and we do not think they are going to do the job. 

With respect to hiding behind the moratorium, as soon as the 
moratorium came out we, along with a number of other industiy 
organizations, asked that the CRS rulemaking be exempted from 
the moratorium because the purpose of the moratorium was to help 
small business and was to help the little guy have a chance to suc> 
ceed in an economic downturn, and that is specifically what the 
CRS regulations are designed to do, to help the small travel 
agent — we are small business for the most part — to help us have 
a relatively level playing field to compete effectively and to ^ve all 
airUnes an opportunity to compete more efTectively. 

In summarizing our position, there are really three primary 
areas that we are concerned with more than others: No. 1, that we 
have conditions that will help sustain a fair, competitive environ- 
ment in which more than three or four airlines can survive as effec- 
tive competitors. 

We also need the flexibility for travel agents to deal with rapidly 
changing market conditions, and there^ serve our clients, the 
traveling public. We are the advocates of our clients. We are tiieir 
voice here in this room. 

Finally, we do support vi^rous competition among CRS vendors 
and we nelieve that the legislation would foster that competition, 
giving ample opportunity for all four existing vendors to compete 
effectively and to provide the best possible service to both travel 
agents as well as the carriers that they serve. 

Removing the burdensome terms from travel agency contracts, 
things like minimum use clauses, liquidated damages, rollover pro- 
visions, will create the flexibility that we need for travel agen^ to 
meet continually chanjging market conditions. 

By eliminating artincial obstacles to technical innovati<m in Uie 
mantetplace, the continued enhancement of technolc^cal creativi^ 
will be assured. This is very, very important to us. We believe that 
the incentive for a travel agency to stay with his CRS vendor 
should come from a balanced and mutually rewarding business re- 
lationship, not from one party's ability to force upon the other 
party one-sided and unfair terms of dealing. 

For that reason, we believe it is vital uiat the liquidated dam- 
ages and rollover provisions be eliminated. This will increase the 
incentive of ijie CRS vendors to deal fairly and reasonably wiUi 
travel a^nts. It will also enable travel agents to be more enective 
in secunng the kinds of technology that we need. We need a lot 
more ability to access outside data oases not controlled by the CRS 
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vendors, and to use hardware and software not produced directly 
by these vendors so that we can be more productive, espedally on 
the leisure end. 

The CRS systems as they are currently constituted meet the 
needs of commercial travel agents pretty well for car rental, air 
reservations, hotels and rental cars, out they do not really give the 
leisure agent the creativity and the new tools that we need to be 
productive and to continue to serve in our market as well as we 
possibly can. 

Despite what you may have heard from the few opponents of this 
legislation, the Competition Enhancement Act will not prevent CRS 
systems from having a fair opportunity to compete. On the con- 
trary, Uie legislation permits market activities that will assure the 
vendors a fair return on their investment It will, for example, 
allow the use of businesslike pricing strategies that reward both 
travel agencies and CRS vendors when a travel agency makes more 
productive use of his system. 

One illustration of this that I do want to bring to your attention 
is the use of productivity-based pricing agreements whereby the 
cost to the travel agent declines from a specific threshold as ticket 
volume increases and on the other end the price to the travel agent 
would increase when productivity declines, thus protecting the ven- 
dor's investment. We recognize a lot of money has been spent on 
this. There is a lot of investment there, and we recognize that that 
investment is very well spent, and we want full resources commit- 
ted to the travel Eigent. 

Thank you very much. 

[The prepared statement of Mr. Davidoff follows:] 

Prepared Statement Phiup G. Davidoff 

I am Philip G. DavidofT, President of the Americaa Society of Travel Agents. 
ASTA repiesents more than 10,000 travel agencies that account for more than 
16.000 of the 32,000 travel agency locations in the United States. I have owned a 
travel agencf in Bowie, Maryland for 22 yeare and also own a travel agencv consult- 
ing and education business. 1 have served in senior elected positions with ASTA's 
governing body since 1986, a period which covers the development and evolution of 
ASTA's present position on the CRS issues now before this committee in the Airline 
Competition Enhancement Act of 1992. 

I am here today because ASTA believes that the time has come for CongresB to 
finish the hisineas of CRS regulation that the Department of Transportation is ei- 
ther unwilling or unable to complete. The first CRS regulations were adopted in late 
1984 and haaa planned life of five years. Near the end of that time the government 
was to reassess the regulations for possible elimination, continuation or expansion. 
Under the latest extension announced by DoT, more than three years will have 
passed before our industry knows what shape the CRS rules will take. In reality, 
however, we do not expect this deadline to be met either. We, abng with most of 
our colleagues in the airline and CRS business, have lost confidence in the DoT rule- 
making process. Our induatiy needs answers to the issues posed by CRS regulations 
and we need them now. We therefore support the prompt enactment of S. 2312, as 
amended, as a complete substitute for the DoT rulemaking on CRS issues. 

The interests of ASTA's members in the subject of CRS regulation can be simply 
stated: 

1} vigorous competition among CRS vendors, 

2) the flexibility for travel agents to deal with rapidly changing maiket condi- 
tions, and thereby t>etter serve our clients, the traveling public, 

3) conditions that will help sustain a fair competitive environment in which more 
than three or four airlines can mirvive as effective competitors, 

4) assurance that CRS fUnctionatity will not be degraded, 

5) an increase in the pressure to innovate the technology of CRS HyBtems, 

6) securi^ against dainage to the CRS systems. 
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7) stability, in the sense of a long-tenn system of rules on which we cut otnnt 
in our business planning and negotiating, and, finally, 

6) avoidance of a regime dictated by a goverament a^ncy that seems to led the 
will to resolve the isaues that have been pending before it for year*. 

These interests of travel agents are harmonious with «4iat we believe are the le- 
gitimate interests of all CRS vendors and their airiine ownen. S. 2312, as amended, 
embodies principles which fairly satis^ both sets of interestB. 

By removing burdensome contract terms from travel agency CRS contracts, in- 
dumng minimum use clauses, liguidated damages and rollover pnnriiionB, the legis- 
lation will increase the flexibility of travel agents to meet continually dian^ng iii~~ 
ket con<htionH, with benefits to both agencies and consumers of travel ■ 



requiring equal fiinctionaliw for ail airline participants, more equal competitive op- 
portunities will be created (or all airlines and consumer preferenoea will he »-Hrf«J 



more frequently and with greater certainty. By eliminating artlBdal obitadet to 
technological innovation in the CItS moricetplace, the conunuad eohancement of 
technological creativity will be assured. The establishment of mandatory {mcedonl 
timetables for enforcement action by DoT will deter violations of CBS rules and will 
assure timely consideration of complaints in fairness to all parties «4iile elindnatiiig 
the uncertainty that results from having romplaints languish for years without leso- 
lution. 

The changes in rules mveming contract terms are of special interest to travel 
agents. In the past travel agents have been locked into long term CRS contnct* 
from which there is no practical means of escape even when the conditions leading 
the agent to select that vendor have changed. When American Airlines was the 
dominant airline at Memphis, to cite but one example, many Mem^s travel agents 
leased the Sabre CRS system. When American relinquished the Memiphis maikst 
to Northwest, many of those agents were unable to change to Ute CRS nfBHatfd 
with Northwest. Similarly, they could not simply lease a second CBS qntem WJtil- 
out violating the minimum use clauses in their existing contracts. Ihis scenario his 
been repeated many times amund the country as the airline service pattono ngo- 
larly changes. 

ASTA also believes that the incentive for a travel agency to Btay with faia CSS 
vendor should arise from a balanced and mutually rewarding faualoeM relaUonsUp 
and not from one party's ability to force upon the other partv one^ded and unfmr 
terms of dealing. For that reason we believe it is vital that the Uquidated dan 
and rollover provisions of CRS contracts be elimioated. This will increase the fa 



tive of the CRS vendors to deal fairiy and reasonably with travel aeents. It will also 
enable travel agents to be more effective in securing the kinds of technology tlut 
efTective and efiicient service to the traveling public requires. Since most of Ute tnv- 
eling public looks to travel agents for advice about travel matters, increases in'tm- 
el agency eflicieacy, access la accurate and timely information, and m^ 
functionality will produce benefits accruing directly to consumers. 

Despite what you may have heard from the few opponents of this legislation, the 
Competition Enhancement Act will not orevent CRS systems from having a fair op- 
portunity to compete. On the contrary, trie legislation permits maiket octivit^ mi 

will assure the vendors of a fair return on their investment. It will, for e: '" 

allow the use of business-like pricing strategies that reward both travel t, 
and CRS vendors when a travel agency makes more productive use of CRS aervHss 
Uiat it leases. One illustration of tnis is the use of productivity -based pricing urw- 
ments whereby the cost to the travel agency declines from a specified Uirestiola U 
ticket volume increases. On the other end, the price to the travel agent incnaset 
when the agency volume declines, thereby protecting the vendor's investment and 
commitment of other resources la that travel agent. 

It is true, of courae, that the bill will reduce the maximum contract term for CSS 
leases by travel agencies, from the present cap of five years to a limit of three yean. 
This change may result in the more frequent negotiation of CRS contracts, but tbs 
CRS system that meets the agencies needs for automation should have no ditBcvl^ 
in negotiating renewals. On the other hand, the decision of the travel agency to tan 
to another vendor will mean that the present arrangements no loneer meet tbs 
agency's needs. In those circumstances the travel agency should have Uie Ileadbili^ 
to change vendors in less than half a decade as is now the case. 

Under the regime that would be outlined by this legislation, the dominant CRS 
vendors, Sabro and Apollo, will start with a tremendous advantave in terms of in- 
stalled locations. They also are very highly regarded by the travel agency commu- 
nity for the quality and reliability of their product. There simplj^ is no credible rea- 
son to believe that Sabre and A^llo, and their airline owners, will suffer a competi- 
tive disadvantage under this le^lation. 



Digitized byGoOgle 



63 

ASTA has submitted approximately 100 pacea of oommenta in the DoT nile- 
makjiig proceeding, including an analyBU °i "^ history of CRS services and an 
analysis of the state of competition in the airline and travel aeency industries as 
they are affected by CRS systems. Rather than rewriting or duplicating that mate- 
rial in this testimony, we have submitted copies to the Committee staff and Mk that 
this ntaterial be included in the record of these hearinKs. 

I will be n»st pleased to respond to any questions mat the Committee may have. 

Senator Ford. Mr. Kotar. 

STATEMENT OF BARRT KOTAB. SENIOR VICE PRESIDENT, 
QUALITY. HUMAN RESOUKCES, AND INFORMATION, NORIH- 

WEST AIRLINES 

Mr. KOTAR. Thank vou, Mr. Chairman and members of the sub- 
committee. I would also ask that the information in the report I 
submitted be considered a part of the record as well. 

Senator Ford. Without objection, your entire statement will be 
included in the record as if given. 

Mr. Kotar. I appreciate that I am to be allowed to testify today 
regarding S. 2312. 

Northwest Airlines applauds the members of the subcommittee 
and the sponsors of S. 2312 for your continuing focus on tiie impor- 
tance of competition in the airline industry. 

Northwest believes that one of the most significant anticompeti- 
tive factors in the industry is the current structure of computer 
reservation systems. S. 2312, which is supported by a broad coali- 
tion of EiirlineB and travel agents, effectively and fairly addresses 
this issue. 

This l^slation represents the single most effective step Con- 
gress can take to promote airline competition and to benefit the 
airline consumer. In the few minutes allotted to me, I would like 
to emphasis three points: 

First, why the flow of information to the consimier is critical in 
airUne competition, second, how American and United dominate 
the flow of this information through their CRS's to their competi- 
tive advantage, and third, whv Congress should enact a standard 
based on American and Uniteas own representations to require all 
CRS's to fiinction equally for all carriers. 

To compete effectively, an air carrier needs to provide the 
consumer the most accurate, timely, and reliable information on 
the best available flights and fares. Travel agents, which sell be- 
tween 80 and 85 percent of all airline tickets, serve as the neutral 
distribution system and rely almost exclusively on CRS's, and typi- 
cally an Eigent only has one CRS for scheduling, fare, and seat 
availability information. 

American and United both today and historically have controlled 
over two-thirds of the CRS market. Through a series of subtle ma- 
nipulations of the computer reservation system, American Eind 
United are able to make their CRS's easier to use, more reliable, 
more accurate, and more secure for reservations made on American 
and United than on other carriers. 

American and United are able to achieve these advantages due 
to tiheir unique structures — the fact that their internal reservations 
systems are physically combined with their computer reservation 
systems. They are known as the hosts. The enormous competitive 
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importance of being a CR5 host was illustrated during Northwest^s 
recent Grownups Fly Free promotion. 

Northwest believed that by carefully designing a pn^am tai> 
lored to the familv, we could put more families on flints who had 
not planned on flying due to the high cost of air travel. We as- 
sumed that some, possibly all, of our competitors would respond 
competitively by matching our family promotion. liierefbre, to gain 
as much additional business as we could from our marketing initia- 
tives, Northwest filed its new fare on a Tuesday evening, the last 
moment that the fares could be filed to be <U8pI^ed in the CBS*! 
on Wednesday. 

However, because United is the host of ^>ollo. United was able 
to immediately load its matching fares in the Apollo system and to 
compete directly with Northwest on Wednesday, even though every 
other carrier had to wait until Thursday for its fares to be loaded 
into Apollo. Thus, not only was United uniquely able to use ita CBS 
to neutralize Northwest advantage, but also to gain advantage over 
all other carriers. 

Examined individually, each one of the advantages may not seem 
significant enough to make a competitive difference. Combined, 
however, the result is that hundreds of thousands of airline res- 
ervations will be made on American and United rather than other 
airlines solely because computers at travel agency locations func- 
tion better for American Etna United than for other airlines. 

If effective reform is to occur. Congress will need to lead the way. 
DOT has simply failed to redress the anticompetitive abuses. 
American has stated that its new and evolvine technology will re- 
sult in a CRS system that functions equally Tor all participating 
airlines. 

Most significantly, United and American representatives told 
Members of Congress at a recent demonstration of their CRS's tjiat 
they could accept legislation setting forth such a standard of e^ial- 
ity. Northwest applauds American and United's recognition that 
the current functional differences in the system must be fixed. 
However, Northwest urges that Congress not defer action on this 
important legislation. 

Although American and United's planned gradual elimination of 
these abuses is welcome, there is no incentive for them to do so in 
a timely fashion. By contrast, they have economic incentive to cre- 
ate new anticompetitive advantages even as they are eliminating 
the old ones. Legislation is needed to prevent this all-too-familiar 
chess game. 

Adoption of S. 2312 is essential to create a level playing field and 
to ensure vigorous competition in tiie airline industry. S. 2312 sets 
forth a fair and reasoneible steindard, not technological solutions, 
that will help address today's abuses and anticipate future prob- 
lems. 

Thank you- 

[The prepared statement of Mr. Kotar follows:] 

Prepared Sfatbment of Barry Kotar 

Good Moming, Mr. Chaiimen and Members of the Subcommittee. My name ti 

Barry Kotar, and I am Senior Vice Preiident for Quality, Human Resources, and 

Information for Northwest Airlinea, Inc. For the past 14 years, while at Northwest 

and previouflty as President of Covia Corporation (at the time a wholly-owned sub- 
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sidiaiy of United AirtiiieB, Inc.). I have been directly and indirectly invehred in the 
operaUiin of airiine computer teaervation systemB— linown u "CSSa". 

Norifawest Airlines applauds Uw Members of the SubcommittM and the spooNra 
of S. 2312 for ^our continuing interest and fbcus on the importance of competition 
in the airline mdustry. As Um Members of this Subcommittee are well aware, the 
paat few years have been turbulent for the industry, and the Industry has suflered 
record losses. 

After safety and security. Northwest believes that the central focus of U.S. avia- 
tion policy should be pieserving and fostering coinpetitive balance in the industry. 
When competition flourishee, &e consumer Denelns. MThea competition is dimin- 
idied, the consunwr loses. 

To compete effectived, a carrier needs to provide the consumer the most Bocurat«, 
timely and Tcliable innrmation on the best available flints and fares. Due to lite 
current structure of airline computer reservation systems, the consumer does not al- 
ways receive that information. S. 2312, both as introduced and as proposed to be 
amended, addresses that problem and represents the single most effective step Con- 
gress can take to pnimote airiine competition and to benefit the airline consumer. 

Northwest believed that S. 2312, as introduced, was the most effective means of 
redressing the anti-competitive effect of CRSa. However, there was strong oppceition 
to Bcmie of the key provisions in that bill. 

The proposed amended bill, which is based on American and United's pledge to 
reform many of the anti-competitive aspects erf' their CRSa, represents a good, effec- 
tive compromise. It goes only as far as American and United have stated they will 
Seven without the legislation. However, without a statutory mandate, there will 
no incentive for American and United to achieve these reforms: indeed, their true 
economic incentive will be to delay implementing these reforms for as long as pos- 
sible and to create new anti -competitive advantages even as Uiey etinunate existing 
ones. 

A broad coalition representing virtually all components of the air travel industry 
has repeatedly urged the Department of Transportation (DOT) to exerdse its power 
under Section 411 of the Federal Aviation Act and address throu^ regulations 
many of the issues addressed in S. 2312. This coalition consists of ATaflka Airlines, 
Inc., the American Society of Travel Agents, Inc., America West Airlines, Inc., the 
Aaaociation of Retail Travel Agents, the Aviation Consumer Action Project, Briti^ 
Airways PLC, the Consumer Federation of America, Continental Airlines, Irtc., 
Delta Air Ones, Inc., KLM Royal Dutch Airlines, Northwest, System One Corpora- 
tion, Trans World Airlines, Inc., and Worldspan, LP. 

DOT has been woridi^ on this regulation for over 2V& years now, and It is appar- 
ent that American and United utterlv have stymied the regulatorv process at DOT. 
Indeed, United now argues to DOT tnat so much time has elapsed uiat the original 
record is stale and the Department must start all over againf So we have no hope 
of lefbrm under existing law. Given these circumstances, we have shifted our focus 
to l^slation. 

WHY COMPUTER RESERVATION SYTTEMS ARE lUFORTANT 

The computer reservation system is now the primary way that the airline lets the 
traveler know the cities it serves, its schedule, its fares, and its availability of seats. 

Travel agencies, whidi sell between 80-85 peiixnt of all airline tidcets, serve as 
the neutrcu distribution system by which airlmes reach their customers. They ro^ 
almost scclusively on CRSs for scheduling faro and seat availability information. 
Almost all tivvel agencies only use one CRS as their primary sales system. As a 
result, as DOT once again found last vear, CRS vendors have market power over 
•irlines because the carriers are depenoent on the CRSs for the distribution of their 
tIckeU. 

American and United control the two lar^st CRSa: American is the sole owner 
of Sabre, and United owns SO percent of Covia/Apollo' together they control two- 
thirds of the mariiet. Worldspan, which is co-owned l^ Delta, Northwest, and Trans 
Wmrld Airlines, and System One (owned by Continental Holdings, Inc.) share the re- 
mainder of the market. 

WKY AMERICAN AND UMISD HAVE THE LABOBST CBSS 

Hie large CRS market shares eqjoyed by American and United today are a direct 
oatgrowUi of the large domestic route structures granted to those two carriers 1^ 
thesDveniment during a 4D-ye8r period of economic reflation. 

GItSs evolved during the same period that CJongress deregulated the airiine indus- 
try in 1978. Al the time of deregulation, American and United bad the Ingest ia- 



Digitized byGoOgle 



Uise intern ational route structure, but only 8 very small domestic presence. 

A large domestic route itructure was essential to the initial success of a CRS. Hu 
American and United CRSs, at the time, were essentially their airlines' own inter 
nel reservation systems, with suflicient additional information concerning other car 
riers flints (sucn aa international routes that they did not serve) to make the sys- 
tem useful for and marketable to travel agents, llierefore, the local travel agent 
would always prefer to use the CRS of the dominant local carrier, because it wm 
more likely to be selling the moat seats on Uiat carrier. 

Within two years of ue CRS battle bein^ waged, it was over. American and Unit- 
ed quickly locked travel agents into their biasea syntems (which, as will be described 
below, shifted passengers who may have travelled on other carriers to their own car- 
riers), with contracts that required agents to make more bookings on American and 
United (often referred to as "minimum use" clauses) and with contracts that ex- 
tended almost indefinitely (often referred to as *roU over^ provisions). 

As a result of these practices, Anierican and United have been able to transfer 
their regulatory power to market power throu^ the use of their CRSs. 

HOW CRS USAGK AFFECTS AIKLINB MARRKT SHAKE 

The structure of the current system conveys a competitive advantage for Amer- 
ican and United over other earners, thereby reaultinf in substantially more book- 
ing on those carriers. The American and United CRSs are physically iategnltA 
within their internal reservation systems; they serve as the "hosts" to uie CRS and 
use their CRSs to misdirect paBsenoers onto their airlines f^om other airlines. 

In the early 1980's, the abuse of the com^wter reservation system by the airtiac 
host was blatant. During this period, two fli^ta (m two different airiinea would be 
scheduled to leave at the same time, be priced the same, and have the same trwsl 
time. However, the CBS vendor would alter the display (referred to aa 'diapUgr 
bias") so that the host airlines fli^t would automatically show up first on the com- 

Suter screen, but the travel aaent would be required to scroll throurii numerous ad- 
itional computer screens to ucate the flight on the other carrier. Becauae th« host 
carriers flidit (which was comparable to the nonhost carriers fli^t) met the cm- 
tomers needs, there would be no reason for the travel agent to search for tbe other 
fli^t. As a result, the customer or travel agent never even considered the alter- 
native service. Fortunately, rules issued by the Civil Aeronautics Board in 19B4 
banned this harmful practice. 

Prohibited from directly biasing the display of their systems, CRS vendors sought 
to preserve the benefits of display bias throu^ a series of subtle manipulationi of 
the ^rtems to make them easier to use, more reliable, more accurate and won wt- 
cure for reaervatiooB made on the host carrier than on other carriers. 

On American and United, a travel agent will consistently have the most reoeiit 
information on the availability of seats, can instantly confirm reservationa, and ctn 
issue boarding passes and assign seats on the host carrier. These advantages sn 
not always avaUable to other carriers. In addition, the host carrier has direct and 
consistent access to valuable travel information such as the passenger name record 
(PNR) (which contains pricing and frequent flyer data) and can immediately bad 
its own fares and schedules into the CRS; again, these features are not alw^ 
available for other carriers. 

When you own the ballpaik (the CRS). you can get on the field (disp^ new fans) 
whenever you want: The enormous competitive importance of being a CRS boat wai 
illustrated durincr Northwest's recent Grownups Fly Free" promotional p ragnua. 
Northwest identified an important s^ment of the maricet — the faecdiy — men the 
demand for air travel had been exceptionally low. Northwest believed that Iqr can- 
fiilly designing a program tailored to the family, we could stimulate additicmal de- 
mand. The goal was to put on flights families who had not planned on flying doe 
to the cost of air travel. 

We assumed that some — probably all — of our competitors would respond competi- 
tively by matching our family promiotion. Therefore, to gain aa mudi aadition^busi- 
ness as we could from our marketing initiative, Northwest filed its new fare wiA 
the Airline Tariff Publishing Company (ATPCo.) the last moment — 7M) nm. en 
Tuesday evening — before the deadline for faros to be displayed in the CRS on 
Wednesday. OnGnarily, this would give Northwest a one-day jump on the competi- 
tion, whose matching fares could not be submitted until Wednesday for di^Uy on 
Thursday. 

As expected. Northwest did gain a jump on all of ita competitioD — all except Unit- 
ed. Because United is the host for Apollo, United was able immediately to load it* 
matdiiag fares into the Apollo system ana was able to oompele directly with NMtb- 
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WMt on Wedneaday. As a result, even thoudi United and most other carriers de- 
cided to matdi the Northwest program oo Wednesday, United was able to sell the 
new fans Oirau^ Apollo inunediately, while eveiy oUier carrier had to wait a day 
tar its fares to be loaded into Apolk. Thas, United not only was uniquely able to 
use its cuts to neutralize Northwest's advantage, but also to gain an advantage over 
all other carriers. 

WHEN SUBTLK DIFFBReNceS RESULT IN ENORMOUS C01il[>ETrnVE ADVANTACBS 

Tliere are a myriad of subtle advantages for the host carrier over the nonhost car- 
rier which will ateCt the professional travel agent, who is always seeking to provide 
the customer the best possible service. Examined individually, eadi one of the host 
advantages, examples of which are more fully set forth in Appendix A,^ may not 
seem aignincant enoudi to make a competitive difference. Combined, however, they 
malt in a subatantiu advantage to the host carrier. The result — known as "func- 
tional bias"— is essentially the same as display bias: hundreds of thousanda of res- 
ervations are made on the host airline ratlter than other airiines as a result of the 
computer bias. 

A hosted CRS: 

■ ahows the correct number of seats remaining on a host carrier fli^t, while for 
other carriers it often ahows only a "O" or an arbitrary number tbat does not always 
accurat«lv reflect the number of^seats remaining; 

• rare^ rejects updates to passenger information (such as name or itinerary) for 
boat cainer fu^ts, Init may reject such an update for another airline for a variety 



I la often able to show more classes of service (such as different fares) for host 
fli^tB than for flints on other airlines) 

• identiSes host carrier flints that have additional fli^t information and readily 
nrides such information, while fli^t information for other airlines is not always 
'lifted; 

immediately accepts or rejects a booking on a host Ill^t, while a request for 
... . s on a nonhost airune may not alwi^s be confirmed or r^ec^d immediately; 

• may permit agents to use special codes to request host carrier services, such 
as wait-limng priority, but may not provide the same ability for the flights of other 

■ provides seat map displays for host carrier flights, but general^ requires that 
an a^nt directly access a nonhoBt's own system to display tliat earner's seat maps; 

■ immediate^ confirms seat assignments on host fli^ta, while for other airlines 
this process is much slower and may require the agent to retrieve paaaenger data 
to confirm the assignment; 

• retains aa existing seat assignment for a host passenger that is rebooked in 
a difierent dass of service, while often dropping the seat assignment of a nonhost 
passenger who changes service class; and 

• creates records of passenger information for the CRS and the host airiine which 
always are compatible, while a nonhost passenger record may be incompatible with 
that maintained by the CBS and may result in confusion. 

As a reault of all of these functions, a travel agent can provide a hi^er quality 
service to Ms or her customers on the host carrier than on a non-host carrier, and 
this service can be adiieved more efficiently as well. Consequently, hosted ^stents 
result in hundreds of millions of dollars being shifted from non-host carriers to host 



When an ^inavailable" seat is available:' A day-to-day example also wiU help il- 
lustrate the subtle, but important, advantage that accrues to the host carrier. 

Assume that a customer wants to fly from New YoA to San Antonio on a discount 
fare. The customer calls a travel agent who uses a Sabre system, but the customer 
does not know that nor does he know that the Sabre system biases in favor of Amer- 
ican. Hie nrstem shows that there are two flints around the time required: one on 
Continental and one on American. The customer eqjoys flyine both carriers and is 
ii^ifferent as to whidi one he uses this time. On American, the display may show 
that there are 3 seats available. (Sabre will always carry the most recent and accu- 
rate information concerning American's seat availability.) On C^ontinental, the dis- 
play ahows that there are no seats available. This is inaccurate, however, because 
at the time of the booking inquiry Sabre does not have the most recent and accurate 



* Appendix A conlaini examples oThot advantages prepared by NorthweBt and lubmitted last 
■unniar to the DOT in the pending CBS rulemaking. 
■ Diurana of the (rocesi at determining seat availability and seat selectiiNi are attached as 
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informBtion concerning Continental's aest availBbility. Tlie travel agent in foet 
knowB that there is a possibility that there are atill seats available on Continental 
at the BBOK fare. However, the agent must decide Aether to take ■itiliHnnal steps 
and exoend additional valuable time to detennine the actual availabiUty on Con- 
tinental. In this case, there would be no reason for the travel agent to undertake 
this additional eflbrt because American was ofTering a fli^t at a price that was ac- 
ceptable to the customer. 

As a result, even when Continental is ofTeriiw a fiiUy competiUve attemative to 
American, the customer may never end up muhing a dedalon between the two car- 
riera because be is unaware that there was a choice. 

In short, on the American and United CRSe, which constitute two-thirds of flte 
maiket, it is easier, more reliable, more timely and more senire for ■ travel agert 
to make a reservation on American or on United, than on other canieia. Aa ■ remlL 
hundreds of thousands of airline reservations will be made on American and UnitM 
rather than on other airlines aolety because oomputers in travel agent loc ri iOT 
function better for American and United than for oUwr airiines. 

HOW AIRUNE COUPETITION IS AFFECTED BY CRS USAGE 

The shifting of passengers described above need not be statistically larva to have 
a hu^ anti-competitive unpacb In 1991, travel agents booked over (29 billion on 
American's Sabre aySleta and Unlted's Apollo system. Therefore, if those two cai^ 
riers shift even 1-2 percent of the travel from other carriers to thdr oiriioeB, it will 
result in their receiving hundreds of miUions of dollar* in additional revenues (often 
referred to as "incremental revenue*}, 
litis anti-competitive impact of the ci 

documented. DOT, in a compivhensive .. , , . ._._.__ 

American and United resulted in those carriers receiving over $400 million in 1986 
in incremental revenues (Department c"" "-. ..... „ 

Reservation Svstenu, Hay, 1988, Tabk 
bottom line of other carriers. Hub Rgo 

collected in booking fees that year (DQi i^uuj, iouk t.iai, wuku wvi nniuu wen 
far in excess of costs: 192 percent above coat for Apollo and 233 percent above cost 
for Sabre (DOT Study, Table 5.9.) Sudi transfers, year after year, have added im- 
measurable financial strength to these airlines at the expense of the rest of the in- 
Over ei^t years after the government began lodting at these mtoms, the harm 
persists. During this period, were have been numerous reports and studies W a va- 
riety of governmental bodies — the Department of Justice, the Depwrbnent of Trans- 
portation, and the (jeneral Accounting Office — and every one haa conduded that 
CRS owttership by American and United is harmful to competition. In shott, the nn- 
gle biggest mistake in implementing airiine deregulatu>n was to allow carriers to 
own aud operate CRS systems or the failure to neutralize theae systems once r it alt 
liflhed. 

WHY CONGBBSS NEEDS TO ACT 

If effective reform is to occur. Congress will need to lead Hbe way. Hm curreid 
CRS rales have not prevented the dominant carriers from using their CRS maricet 

_. __ to advantaipe their own airline operations. CRS rules were last isaued in 
_984; since then United and American have found innovative ways to dicumveid 
tiie rules. According to the Department of Justice: 

"Hie current CRS rules have not been successful in preventing the CRS ven- 
dora from exercising (heir maAet power in ways that substantially harm ail 
transportation consunwre." 
Department of Justic^ ANPRM Comments, November 22, 1989 at 33. 

Furthermore, DOT has failed to issue new CRS rules. Recognizing that the ear- 
rent rules ware insufHcient to prevent new abuses, DOT began a new rulemakiv 
in 1889. Yet DOT haa repeatedly missed eveiy one of its own deadlineB (Decendisr 
31, 1990; November 30, 1991; and May 31, 1992), and has continually delayed tosu- 
ing a final rule. Only last month DOT once again delayed the final rule, extencHng 
Uie current rules until at least December, 1992. 

In addition, the new rules cunently proposed by DOT ore unlikely to have any 
significant impact on the fundamentally snu -competitive effect of CRSs. Prior to tht 
original rules in 1984, the most pervasive problem was display bias — CRS IwMs de- 
signed the system so that their flights would diow up first. The 1984 rules effec- 
tively eUminated that type of abuse. After 1984, the Ainerican and United CRSs stfll 
provided a competitive advantage to their host carriers — the systems fiinctionsd 
more effectively for reservations made on thoae two carriera. lUs "flinetional bla^ 



!s; 
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in the current Bystem— ihe level of bookioK fees— claiminB that it ia impracticable 
and inefEdeat to regulate the fees even thou^ as a practical matter, each carrier 
nniat have its fli^ta listed on eadi CRS syst^. 

WHY CONOKESS SHOULD ENACT S. 2313 

Northwest believes that the best and moat direct yiay to address current and fu- 
ture CRS abuses— short of divestiture— is to eliminate uie structural or host advan- 
tage and to require that tiie CRS and the airline's intenial resenratiOD ^stem be 
plwsicftl^ separated, thus being operated as a "No-Host" mtem. Woridspan (par- 
tiailly owned Iw Northwest) ia committed to becoming a No-Ifost Systein. As the 
Subcommittee is wdl awar^the original S. 231^ strongly supported by Northwest 
and othet^ required that ChSb become No-Ifost Systems by 1994. However, Amer- 
ican and United and some Members of Congress opposed legislation requiring a No- 
Host system. 

Therefore, Northwest and other members of the air travel community louriit a 
solution tii^ would redress the anti-competitive harm caused by the functioDBlbias 
of hosted CHSs. We believe a reasonable compmmise has been adopted in S. 2312, 
as proposed to be amended, whidi reflects American's offer to adopt a system free 
from functional Uas. 

Last summer, in pleadings before DOT, American announced that its 'seamless 
connectWi^ tadmology would result in a CSS system that functioned equally for 
all participating airlines. American stated: 

"Gavemment should not mandate technological solutions in any industry. If 
DOT must adopt a rale, it should simply require that vendors expeditiously 
make available to all participants— in any way they choose— completely equal 
functionality for all. 

"Painless connectivity will provide all CRS ^stems with real time linkage 
to all airline reservations ^sterns, and will permit any user of any CRS to 
make inquiries or inputs into any airline database without any more keystrokes 
than are required for the host airline. Moreover, the data reviewed in response 
will be equally fresh and accurate for all carriers. This will make the CBS 
transparent to the travel agent, so that all airlines will effectively be hosts. 

"American estimates that seamless connectivity can be created by eadi ven- 
dor at a cost of not more than tlO million and in not more than two years.* 
American Airiines, Reply Comments, Dock^ 46494, Department of Transportation, 
August 12, 1991 at 4, 6, and 7. 

Ab recently as this spring, American reaflirmed its support for equal functionality. 
Again, in pleadings before DOT, American stated that other carriers 



tiona. Moreover, Anurican committed at that time to eliminate [^ February, 
1993) any residual differences in the way SABRE handles American's services 
as compared with the services of other airlines. Fulfillment of (hat commitment 
is on BOiedule." 
Anterican Airlines, Supplemental Comments, Docket 47978, Department of Trans- 
portation, March 2, 1992 at 7. 

On Maich 10, 1992, CRS vendors, inchidinp American and United, displayed their 
systems to Congressional Members and StafL During that dentonstration, American 
and United representatives stated that, within the next year, their systems will 
achieve equal ninctionality, without resorting to No-Hoat. Moat significantly, in re- 
sponse to questions by the Members, th^ stated that they could accept legislation 
requiring equal functionality if it did not include a "no-bost lequirement. 

Based on these representations, sponsors of CRS legislation both in the House and 
in the Senate revised their original CRS bills. S. 2312, as proposed to be revised, 
no longer contains the No-Host component olgected to by American and United. The 
legislation requires only that it be as easy, reliable, timely, and secure to make a 
reservation on one airline as on any other airline listed in a CRS — the standard that 
American and United have stated that they are planning on achieving even without 
the legialation. 

Norawest applauds Americaa's and United's recognition tiiat the current func- 
tional diOerences in the system must be fixed. However, Northwest ui^s that Con> 
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tfe■8 not deter action on this important legislation based on American's and 
oited's KpresentatioQ that they are woriting to adiieve equal treatmrait for all air- 
lines. Unfortunately, American and United nave a long history of tnasing their sys- 
tenu, either throu^ display bias or functional bias, to their advantage. Altliourii 
their planned gra<£ial elimination of these afauseB ia welcome, there ia no incentive 
for them to do so in a timely fashion. They have stated that these refbrma will be 
complete in 1993— but there is nothing to ensure that this timetable will not slip 
until 1996, or 2000 or bevond. Indeed, their true economic incentive is to delay as 
long as possible to reap llie greatest possible benefit from their current advantage. 
Moreover, they have an incentive to create new biases as they are eliminating east- 
ing ones. LegiBlBtion is needed to prevent this all too famjliar chess game. 

Adoption of S. 2312 is essential to ensure vigorous competition in tbe airiine in- 
dustiy. S. 2312 sets forth a fair and reasonable standard— not rpedfic tedmologkal 
solutions — that will help address today's abuses and anticipate future problems. 

WHY OTHER PROVISIONS IN THE BILL ARE tMPOBTANT 

In addition to the functionality requirements, the legislation has other important 
provisions that Northwest fully supports. 

Firet, the bill provides travel agents important protections against onerous con- 
tract provisions and other practices which make it prohibitively expensive for most 
agents to switch to another CRS baaed on a free mamet decision. 

Second, the bill establishes a procedure, with firm deadlines imposed on DOT 
(similar to those used for route cases) to ensure that disputes concerning the biai 
and functionality of a CRS are resolved in a timely manner on the merits. 

Third, the le^lation provides that new or increased booking fees be aultiect to 
private arbitration. Because airlines are dependent on the CRS» fbr the distrmution 
of their tickets, they have to pay whatever the CRS vendor charges fbr that service. 
Unreasonablv hi^ booking tees to jiarticipating airlines distort airline competition 
and add to tne costs that must ultimately be Mme by consumers. The arbitration 
provision, like many private contractual provisions, simply requires that the parties 
submit disputes to private arbitration and that fees be roaaonable, including a rea- 
sonable margin of profit. 

Fourth, the legislatio 

dent number ofslots a__ 

aware that small communities have had problems accessing the national air trans- 
portation system with sdieduled service to a major hub, particularly if that hub is 
slot-restricted. We support the provision in S. 2312 to ensure that there are sufR- 
cient slots fbr EAS ' — 



Al a time when many in Congress, federal policymakers 
cemed about the level of competition in the airline industry and the number of air- 
lines that will survive this turbulent period, S. 2312 is the single most important 
step Con^ss can take to improve ainine competition. We stran^y urge Congress. 
to adopt it as soon as possible. 
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Pan Am, and Eastern? Do you think America West could have 
avoided bankruptcy on account of CRS? 

Mr. Conway. No, Mr. Chairman, I do not believe that a fix to 
the CRS system would have been all things to all people, but I do 
believe it was a significant contributor for carriers who were un- 
able to achieve viability. To your point, would fixes in the CBS sys- 
tem have resulted lower fares, and I assume then a better deal for 
the consumer, I believe so. 

Before some of the biases were fixed 

Senator Ford. Are you saying some of the biases have been 
fixed? 

Mr. Conway. Yes, hut we have a ways to go in terms of who gets 
displayed first Prior to action that was taken to remove some of 
these biases, the carrier that was displayed first was the host car- 
rier. That was later fixed to whoever provided the nonstop service 
by displays to elapsed time, but in most cases the service provided 
^ the host carrier was the more expensive of the alternatives 
being offered, and the time constraints and difficulty to search out 
the most Eiffordable fare and therefore the best deal for the 
consumer was lost, so yes, I do believe people paid a lot more 
money than they otherwise would have had to if there was pure ob- 
jectivity in the system. 

Senator Ford. What are the supracompetitive booking fees you 
referred to? 

Mr. Conway. Well, the booking fees 

Senator FORD. You said supracompetitive. 

Mr. Conway. I do not recall supercompetitive. 

Senator Ford. Well, what did you mean, then, by booking fees 
that you referred to? Let me just ask you this: How do your annual 
booking fees compare with other annual costs such as travel agent 
commissions? 

Mr. Conway. They are not as high, but that does not mean that 
we are comfortable with their levels. The booking fees are not as 
high as our fiiel bill, either. I am not happy with the fiiel bill, ei- 
ther. But they are substantial. They are in the several millions of 
dollars, and by way of example, this recent fare initiative which I 
have stated earlier is clearly predatoiy, it did result in a surge of 
bookings, albeit at price levels that I think have a less than ideal 
motivation behind it. 

We will pay probably a couple of million dollars in just booking 
fees for the sales that were generated by this recent action, and it 
is somewhat ironic that the airline that I believe is the predator 
is on the positive receiving end of those very booking fees for an 
artificial and abnormal condition which they created. 

Senator Ford. Am I correct that Sabre charges $2.15 per book- 



ng? 
Mr.< 



■. Conway. That is approximately correct 

Senator Ford. What is the commission, then, for the travel 
agents? 

Mr. Conway. The standard commission is 10 percent without 
overrides. 

Senator Ford. What is an override? 
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Mr. Conway. An override is an additional eommitiioii that ii 
paid to certain agencies based upon the volume of bmineii that 
thw might do witK a particular carrier. 

Senator Ford. That goes back to old J.C. Penney days; does H 
not? You set a level, and if you go over that level you get a hi^er 
commission. So, $2.15 is approximately right for a booldiig troni 
Sabre — 10 percent of that ticket goes to the agent, and if uaey go 
to a higher figure or an agent is doing well that you would like to 
bring into yours^you may pay them a higher commission rate. 

Mr. Conway. lliat is correct, Mr. Chairman. 

Senator Ford. I understand that in the fall of 1990 America 
West had almost $3 billion of aircraft on order when it entered into 
an agreement to acquire another $2.5 billion. How did you expect 
to support that level of debt? 

Mr, Conway. Senator, a great deal of those orders were spread 
out over a 15-year period, and when taking into account what the 
stream of aircraft into our system would have been over a 15-year 
period and the retirements of older equipment that we had 
planned, that stream of new equipment coming in was no greater — 
in fact, it represented less of additional equipment coming in than 
in our first 7 years of operations. 

We made a conscious decision to provide service with a modem 
fleet. We do not enjoy some of the noncompetitive franchises of oth> 
ers. One of the m^or reasons why we have achieved the lowest cost 
of any full service carrier in the industry is because we operate the 
most modem fleet in the United States, and therefore it is the most 
fuel-efficient fleet. 

That order simplv was to maintain the edge that we have in pro- 
viding modem, fuel-efficient air transportation. A great deal of that 
order that you referred to, the financing was already locked in at 
what I believed were the most competitive operating lease rates 
that existed in the industry at that time. 

Senator Ford. Since America West has been under protection of 
the bankruptcy court, Mr. Conway, what costs have you been re- 
lieved of paying? 

Mr. Conway. In fact, Mr. Chairman, we have really not been re- 
lieved of paying any costs. As I know you are aware, one of the pro- 
tections tnat you have is the timeliness in which you pay your mli- 
gations back. It is not an automatic forgiveness. But the cost of 
providing air transportation, our daily operating costs, there were 
no costs that we were relieved of 

In fact, operating under chapter 11 in my view, now that we 
have been in it for almost 1 year, clearly provides no operating cost 
advantage and as has been the case with other carriers who have 
sou^t protection under chapter 11, we are averaging approxi- 
mately $800,000 to $1.2 million per month in additional costs that 
are associated with fees connected with the process, so I see no ad- 
vantage. 

Senator Ford. What additional fees would you have as a result 
of bankruptcy? I thought you would delay payments on some 
things. 

Mr. Conway. The fees I am referring to, Mr. Chairman, are more 
' * s and advisory fees than I have ever Imown could be pos- 
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Senator Ford. So, you went into bankruptcy, you hired another 
set of lawyers? 

Mr. Conway. Another set would be a significant understatement. 

Senator FORD. Well, anyway, the extra cost then is not — ^you 
refer to a fee as a legal fee, rather than additional costs. 

Mr. Conway. Ri^t, a nonoperating cost. If I could, Mr, Chair- 
man, there are also other additional operating costs that a reor- 
ganizing carrier incurs. Obviously, the stigma associated with 
chapter 11 is not one that you would rave about. In order to main- 
tain consumer confidence as well as to combat the innuendoes that 
come fi'om nonchapter 11 carriers additional sates forces are nec- 
essary, more focused and additional advertising is necessary. I 
have seen absolutely no advantage Irom an operating side under 
chapter 11. 

Senator Ford. Mr. Kotar, let us get to you for a minute. Your 
testimony traces the development of the CRS back to the late 
iSTffs. Why did Northwest not invest in CRS technology then? 

Mr. Kotar. Well, I have only been with Northwest for a few 
years. 

Senator Ford. You know the history of it, I am sure. 

Mr. Kotar. I think it was as much a function that people did not 
understand the importance of CRS and how, in fact, the distribu- 
tion channel had changed from basically using paper books that tJie 
travel agents used to electronic means, and then coupled with the 
fact that deregulation occurred. 

Senator Ford. So, some understood tiie electronic media or elec- 
tronic procedure and others did not, is that what you are saying? 
Some took advantage of it? 

Mr. Kotar. Some took advantage, others did not. That is correct. 

Senator Ford. You state that arbitration of booking fees is nec- 
essary to prevent CRS owners chareing unreasonably nigh fees. Do 
you believe the fees are unreasonable now? 

Mr, Kotar. No, we do not. We do have a question, though, about 
the way Covia has recently devised a price structure where they 
have imbundled their pricing. It is questionable, because in fact 
thev quoted that the effective price increase would be 8 percent, 
and we believe it is much greater than that. 

Our concern, sir, is that as we go into the future, we do not know 
how these prices might change. We believe that, while we m^ht be 
able to use litigation to get relief on any price increase, we believe 
that the methodolo^ for arbitration makes much more sense. 

Senator Ford. What percentage of Worldspan does Northwest 
own? 

Mr. Kotar. Thirty-two percent. 

Senator Ford. So, you own one-third of it. 

Mr. Kotar. That is correct. 

Senator Ford. And that is a CRS booking firm; is it not? 

Mr. Kotar. Yes. 

Senator Ford. Your testimony asserts that American and United 
will have no incentive to continue to reform the CRS to eliminate 
bias, yet reforms and improvements have been made consistently 
without legislation and with limited regulation. Why are you so 
convinced that legislation is needed to do what the CRS owners are 
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moving toward anyway? I mean, since you are an owner of one 
now. 

Mr. KoTAR. I think the point made by Senator laebennan spoke 
to it, and that is the fact that the Department of Transportation 
has refused to take any action. I outlined in my testimonjir a case 
in point recently where Northwest filed a fare program wmch, had 
the fares been entered into the system throuj^ the normal process, 
Northwest would have had an opportunity for a 1-day advantage, 
but because of the fact that United is the host of the system they 
were able to take an unfair advantage of it, and 

Senator FORD. I do not quite understand how you own a piece 
of a CRS and United owns a piece of a CRS and they get the big 
advantage and you are beating on them here this morning, and yet 
you are a part of that system yourself. 

Mr. KOTAR. Sir, Northwest, Delta, and TWA have agreed with 
Worldspan to develop a no-host system. The no-host system will to- 
tally separate the airlines' internal reservation system from the 
CRS and eliminate 

Senator Ford. You do not have it now, the agreement; do you? 

Mr. Kotar. No, but these rules state that they will go into {STect 
in a few years when we will have it 

Senator FORD. A few years from now. 

Mr. KOTAR. I believe the rule says 1994. 

Senator Ford. Well you state that S. 2312 is the most important^ 
step Congress cEin take to assure airline competition and survival^ 
is diat correct? 

Mr. Kotar. Yes. 

Senator Ford. All right. I happen to think the DOT should have 
tEiken steps to disapprove some mergers to limit the carrier debt 
acquired through leveraged buyouts and to award international 
routes through a public process rather than sale. Do you believe 
dot's actions in these areas have helped competition? 

Mr. Kotar. Sir, I am a CRS expert. If you need someone from 
Northwest who can speak more definitively on those points, we will 
have to get someone else for you. 

Senator Ford. Well, you know, you are the senior vice president 
for quality, human resources, and information. 

Mr. Kotar. That is correct. 

Senator Ford. Mr. Davidoff, you e]q>res8ed concern over the pos- 
sible bias in the CRS which is owned tnr an airline such as Swre 
System which is owned by American Airhnes. 

Mr. Davidoff. Yes. 

Senator Ford. Can a travel agent change a CRS program to cre- 
ate a bias in favor of a particular airline? 

Mr. Davidoff. Not easily. 

Senator Ford. Is there any restriction to prevent travel agents 
from doing this? 

Mr. Davidoff. A travel agent today could set up his system to 
bias a carrier, but we believe that should only be done when a spe- 
cific client tells the agent, "my preference is to fly on Northwest, 
therefore, I wfint your agents to give me Northwest flints first 
time out." I believe the agent should have the abili^ to and cur- 
rently they do have the ability to set the system for that client to 
bring up me Northwest Airlines first for that client 



Digitized byGoOgle 



I think that has to be based upon client demand, not agent de- 
mand, because our industry prides itself on setting the needs of the 
traveler first, not dictating to the traveler what airhnes he should 
fly on. S. 2312 would permit an agent to bias displays when the 
customer requests it, subject to very specific restrictions. The bill 
prohibits general biasing of an agent's CRS displays. 

Senator Ford. This legislation would estabhsh procedures for ar- 
bitration of booking fees because some airlines believe CRS owners 
charge too much, that is the purpose of it 

I would think travel agente' commissions cost the airlines much, 
much more than booking fees. 

Mr. Davidoff. Obviously. 

Senator Ford. So, about 10 percent, 1 percent roughly. Should 
tJiere be a system established to arbitrate travel agent's commis- 
sions if airlines believe they are too high? 

Mr. Davidoff. I believe that should be in the marketplace. Trav- 
el agents do not have market power with respect to commissions. 
Every Government study of CRS says that the CRS vendors do 
have market power over booking fees. The two situations are fun- 
damentally different 

Senator Ford. You would start negotiating with airlines on your 
commission basis? 

Mr. Davidofp. We do, on fin individual basis. 

Senator Ford. So, if, just like Mr. Conway said, you are a special 
agent and you go up a certain hei^t, then you get more commis- 
sion than the normal agent; is that correct? 

Mr. Davidoff, This is true in any industry. You mentioned J.C. 
Penney yourself 

Senator Ford. Absolutely. They set a goal for it — it is a little bit 
easier to punch a button than it is to try on a pair of shoes. 

Mr, Davtooff. Maybe, maybe not. Travel agents have to be 
trained to use CRS systems. In today's complex travel marketplace 
there is no comparison between the experience and sophistication 
required of a travel agent and that of a shoe salesman. 

Senator Ford. If CRS owners are prevented or at least delayed 
from raising their booking fees when necessary by a time consum- 
ing arbitra&on process, do you not expect they will find another 
way to pass on their costs, such as increasing CRS subscriber 
charges? 

Mr. Davtooff. We are concerned about that possibility, but the 
legislation does not delay the effectiveness of a bookii^ fee increase 
while the arbitration proceeds. 

Senator Ford. Senator McCain. 

Senator McCain. Thank you, Mr. Chairman. 

Mr. Davidoff, how many, roughly, people are in the business of 
accepting or booking flights on airliners in your business, tens of 
thousands? 

Mr. Davtooff. You mean travel agencies or travelers? 

Senator McCain. Travel agents? 

Mr. Davtooff. There are currently approximately 32,000 travel 
agency locations in the United States. 

Senator McCain. 32,000 and how many airlines are there, mtgor 
airlines; about 9? 
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Mr. Davidoft. It depends how you count There are six or seven 
that are operating under full solvency. 

Senator McCain. In other words, your business with 32,000 trav- 
el agents is highlycompetitive would you say? 

Mr. Davidoff. That is an understatement; yes, sir. 

Senator McCain. Thank you, Mr. DavidoflF. 

Mr. Conway, in Mr. Crandall's discussions that I have had with 
him and in his statement he will say that American Airlines in- 
vested in and bought Sabre, spent hundreds of millions of dollars, 
and lost money during its first year of operation and basically what 
this legislation would do would deprive American Airlines of the 
fruits of their labor in the free enterprise system. What is your re- 
sponse to that? 

Mr. Conway. I do not agree with Mr. Crandall's statement, nor 
do I agree with the premise that just because one makes an invest- 
ment of some amount and then incurs losses of yet a different 
amount, that that gives them unilateral ri^t to take advantage irf~ 
the marketplace and gain a noncompetitive edge that serves to put 
others at a competitive disadvantage that perhaps goes across the 
line as to what Uie laws of the land permit. 

Senator McCain. In other words, even if you have an enterprise^ 
if that enterprise is predatory or leads to unfair business practices^ 
there still should be some restraint on it? 

Mr. Conway. Yes, I quite eigree, Senator. For example, if it were» 
determined that someone in any industry were in fact conducting' 
themselves in a predatory fashion, I do not think it would be a sus- 
tainable defense that that is OK because I put a lot of money into 
this system and I lost a few dollars in the first couple of yean. 

Senator McCain. And this legislation does not require divestiture 
of the system. It only requires elimination of certain biases vrhidt 
have been documented by most objective observers of the airline in- 
dustry. 

Mr. Crandall will also say in his statement that American has 
offered to sell America West an ownership interest in Sabre at fair 
market value but it has declined. Would you respond to that state- 
ment? 

Mr. Conway. The first part of the statement is an accurate one. 
Yes, we were made an offer to participate by purchasing an eqtut^ 
piece of their CRS system. The part I would disagree with was fair 
market value. I thiiuc that is in the eyes of the beholder. When we 
analyzed the price that was being offered to us, it clearly could not 
be justifled and to make matters worse, the amount of influence we 
would have had as an owner or part owner in that system was ex* 
tremely n^ligible. 

In summary, what was offered to us was a nonstarter in oar 
view. 

Senator McCain. It is not also true that there was a proposal in 
American, fuid I believe Delta, to have a different kind of approaui 
to this problem and the Department of Justice reviewed tnis pro- 
posal and found that it was sadly lacking in mimy respects? 

Mr. Conway. That is my understanding. Senator. 

Senator McCadj. There was a Department of Justice assessment 
of their proposal. I believe it was in 1989. 
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Mr. DavidofF, how hard is it for an average travel agent, one of 
these 32,000 travel agents, to get out of a contract? Suppose they 
said, "Look, I am tired of Sabre, I want to go to Worldspan." How 
"hard is it? 

Mr. Davidoff. It is difficult today because there is an uncer- 
tainty on how much it would cost the agent. There are included the 
current contracts what are called liquidated daniEiges whereby the 
agent agrees when signing the contract that if he were to leave the 
contract there would ne a determination of the total losses to the 
vendor for a wide variety of things and it makes it very unspecific. 
We are currently bound by what amounts to 5-year contracts and 
for example, a lot of agents in the Cleveland area had 5-year con- 
tracts with Covia for Apollo, and they had those contracts because 
at the time they entered into those contracts United was a very 
miQor servicing carrier in Cleveland. United cut way back in the 
marketplace in Cleveland. 

Continental became the mqjor player in the Cleveland market, 
and it was virtually impossible for these agents who wanted to 
switch to System One because Continental was now the major 
player and the most benefit would be gained from working with 
them. It was virtually impossible for them to get out of their con- 
tracts easily. Not that we say a contract should just be ripped up. 
There should be a specific amount stated and specific conditions 
stated as to how the parties CEin get out of the contract in a reason- 
able manner, including costs of course. 
Senator McCain. Thank you, Mr. DavidoflF. 

Mr. Kotar, there has been some question about the initiation of 
the low airfare war that frimkly has contributed enormously to the 
attendance at this hearing. Tnere are allegations by some that 
Northwest Airlines was the culprit here or let me put it in a kinder 
tone, was responsible for what many view as a multibillion dollar 
operating loss by all the airlines in AJnerica. 

Yet, at the same time, as we have stated repeatedly, there is a 
great benefit to the airline passengers who are able to take advan- 
tage of this. But we are all concerned about the long-term impact, 
obviousW. Can you define Northwest's role in this latest round? 

Mr. IU)TAR. I need to do Uiat by explaining Northwest's perspec- 
tive on American new fare filing earlier in uie year. Mr. Crandall 
at American basically restructured the pricing of the airline indus- 
try into a four-tier level and to cut business fares by up to 40 to 
SO percent. 

Northwest in our most recent Grownups Fly Free promotion was 
an attempt to segment approximately 30 percent of the leisure 
travel which is about 50 percent of the business. We believed that 
this promotion, for a limited time period, would take advantage of 
a unique opportunity for cheaper fares. This was not tai^eted by 
the original American initiation of its new fare structure, and we 
felt that we would generate approximately $45 million in incremen- 
tal revenue and have profitability of about $20 million. 

We believed that all of our competitors would at a minimum 
match because it made sense because it was not focusing on the 
piece of the business that American's fare structure focused on. In 
fact, what Americain did was to come rig^t down on our new fare 
promotion and across the board, initiated a 50 percent for every* 



Digitized byGoOgle 



72 

body. So, we went from what we believed would have been an in- 
cremental gt»ieration of $20 million for the summer in profitability 
to a $40 million loss across the board. 

I have been in this business for 25 years: if that is not a preda- 
tOTv pricing action, I do not know what iL 

Senator McCain. So, in your view, Mr. Kotar, a case could be 
made that there was a case of predatory pricii^ in the actimi on 
the part of American. 

Mr. KOTAR. I guess the way we would view it; and I got this from 
Mr. Davidoff, is that Northwest pulled out the squirt gun and 
American responded with a water cannon. From our perspective, 
the way we interpreted American's response, was that you are 
going to bleed quickly, you are going to bleed fast and die or you 
are going to bleed slowlv and die and we are going to lead, we are 
going to force you to follow a pricing structure that we are going 
to dictate. 

Senator McCain. Mr. Davidoff, I am particularlv grateful for the 
support that you represent of 32,000 Americans. Most of them are 
smiul business people in a free enterprise system that rect^nizfe 
that inequity has to be somehow addressed here so that we cam. 
provide not only the services to the people that are in your organi — 
zation, but to literally tens of millions of people that they provide 
a service to. So, we are very grateful for the support of your organi- 
zation. 

Do you want to say anything? 

Mr. Davidoff. Yes, thank you. Senator. We are in the middle 
but we are the closest to the travelers and it is the travelers or 
America who will be the biggest losers if we end up in a situation 
where there tire only three or four carriers operating. 

The air transportation system in the United States requires a 
muttiairline competitive system, not just a three- or four-ainine di- 
gopoly. Our travelers believe tlus and we believe it. Our 32,000 lo- 
cations represent close to quarter of a million people whose very 
livelihoods depend on this. 

If we have Einother week like we had last week, where we were 
doing literally six times the volume of transactions as normal for 
something less than one-half the income, using overtime and driv- 
ing our people almost to the breaking point, the whole system is 
gomg to come crashing down and that would be a total disaster. 

Senator McCain. Thank you very much. Thank you, Mr. Chair- 
man. 

Senator Ford. Let ask one question, Mr. Kotar, you made a veiy 
positive statement of predatory pricing by American. Are you going 
to court? 

Mr. Kotar. I beg your pardon? 

Senator Fobd. Are you going to court? 

Mr. Kotar. I can say this much, I am obviously not in our legal 
department, but given what has transpired yesterday between Con- 
tinental and the fact that American has even gone to say what th^ 
did was not predatory, we EU'e obviously going to look at it very 
carefully. It is under consideration right now. 

Senator Ford. You said also in your statement that you waited 
until the last second almost on Tuesday night to insert into your 
system your family travel plan; is that correct? 
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Mr. KoTAR. Yes. 

Senator Ford. What is different from that and what some of the 
other people do? 

Mr. KoTAR. Nothing, except the fact that we 

Senator Ford. Nothing is all I wanted. 

Mr. KoTAR. But the point was. Senator, the fact that every car- 
rier tries to ^t a fare initiative out there so they can get a com- 
petidve advantage. The point I made specifically was that because 
United can enter their fares directly in the system, circumventing 
the industry methodology to accomplish it, they were able to match 
us the same day and the rest of the industry had to wait until a 
day later. It is because of this CRS hosting that United has that 
competitive advantage. 

Senator FoRD. What is difficult for me is that you own one-third 
of a system, CRS System, one-third of it. 

Mr. KoTAR. Yes. 

Senator Ford. That is your testimony and that you waited until 
the nth degree of time to insert your new rates into the system. 
And I guess that, since you own that, it went out very quickly; 
ririit? 

Mr. KOTAR. No, sir, I did not want to get into the technology 
piece of this, but the industry 

Senator Ford. .Do not get technical with me, I do not under- 
standing technology veiy well either. 

Mr. KoTAR. The point is, the industry has a company, Air Tariff 
Publishing Co., which is the vehicle by which all the airlines file 
their fares. They collect them and disseminate them back out to 
Uie airlines in the CRS's. Our intent was to get the ATP code into 
Uie CRS's and all the airline systems that they have. It had noth- 
ing to do with the fact that Northwest is a part owner in 
Worldspan. 

It is pure and simple that United is opposed to using ATP code, 
the Airline Tariff Publishing Co., for getUng their fares into their 
system, their fares went directly into United's Apollo system. That 
is something the other airlines do not have the right to do in the 
United system today. 

Senator Ford. Aiid United has the right to do that and that 

Mr. KoTAR. That is consistent with the DOT rules, as a host you 
are allowed to have certain rights. 

Senator Ford. So, that is Covia that they are in? 

Mr. KoTAR. Covia. 

Senator Ford. Covia, OK, 1 was close. Now I understand that 
their percental of Covia is going to be reduced by the end of the 
year and they will pick up five to seven more airhnes, is ttiat cor- 
rect, most of them international? 

Mr. KoTAH. I believe that they are the seven carriers that are 
there today, they are just restructuring how the business will be 
done. 

Senator FORD. I think that they will add some international car- 
riers, according to the information I have. 

Mr. KoTAR. I believe the same ones that are there, sir. 

Senator Ford. OK, we will see if what they told me was correct 
Or what you have the record, so I want to be sure and find out. 
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This is interesting to me and I have a hard time understanding 
the problem if you want to send out this new rate that is going to 
bring you so much money and somebody else challenges tnat. Ev- 
erylMdy in this room knew Uiat Eastern Airline was just there for 
a few days and they reduced their fares to get a little cash flow to 
keep going. Other airlines had to meet that. 

Mr. KoTAR. That is correct. 

Senator Ford. And it absolutely took some of them down finan- 
cially. Other carriers knew that Eastern was going down in just a 
matter of davs, but Uie fare was so low. I did not near the ranting 
and raving tnen of being put out of business and predatory pricing 
and that sort of thing. Now I hear that you are ganging up on one 
airline. 

Mr. KoTAR. Sir, we have a different situation here. 

Senator FORD. I understand the different situation, but the pro- 
cedure in my opinion was the same. 

Mr. KOTAR. Well, it is not, it is not the same at all. The fact is 
that historically, as airlines have filed fares, other airlines have the 
choice to either matoh those fares or not matoh them. 

Senator Ford. That is correct. 

Mr. KoTAR. We have a particular case in point here where Amer- 
ican Airlines set an entirely new pricing structure which the other 
airlines had absolutely no choice but to matoh, and then when 
Northwest tried to pinpoint a summer fetir promotion which histori-- 
cally this industry has done, for a specific part of the traveling pub- 
lic that the previous fare promotion they put in place did not ad- 
dress, American came down like the eleimant on Uie flea and said, 
"You are all either going to play in my game or you are out of here,, 
pal." 

Senator Ford. Well, I apologize and John is going to get back ia 
this too, but you just said that other airlines did not have to match. 
Eastern and why do you have to matoh American? 

Mr. KOTAR. Because in certain market segments where Eastern 
m^ or may not file fares, you can either choose to match or not 
matoh, it depends on what kind of 

Senator Ford. You can choose to matoh or not matoh in any mar- 
ket; can you not? 

Mr. KoTAR. Not with what American did in restructuring the 
pricing structure. 

Senator FORD. Czm you not do that, can you not make that ded- 
sion to matoh or not match fares? 

Mr. KoTAR. You can always do that, sir. 

Senator Ford. That is all I wanted to 

Mr. KOTAR. But when someone sete a restructuring of how the 
industry is going to work, this is not like you are going into 
Penneys to buy a pair of underwear and you go to Sears and the 
same underwear 50 cents less and whether you matoh it or not you 
can make that decision. 

This is somebody coining out and saying this is how this industry 
is going to work and if you do not want to play, you are out of it. 

Senator Ford. I think you are downgrading yourself on the basis 
that one airline is dominant and it is telling you what to do and 
what not to do, when to go broke or when to make money and that 
sort of thing. 1 do not think you can blame American for that 
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Mr. KOTAR. When you have one airline that runs 40 i>ercent of 
the electronic distribution business and one airline that is as per- 
vasive as American is, tiiey can set tiiat po1i<^, sir, and I would 
swgest to you Uiey do. 

Senator McCain. Mr. Conway, did you want to comment on that? 

Mr. Conway. I think in all due respect, Mr. Chairman, the fare 
inidatives by Eastern Airlines bear absolutely no comparison in tiie 
order of magnitude of the one that we just had led by American 
Airlines. 

Senator Ford. Well, Mr. Conway, would you also say, would you 
agree with me a little bit thou^ mat those low fares did jeopardize 
the financial income of some airlines that had to compete with 
them on their extremely low fares? 

Mr. Conway. Not necessarily. I am not so persuaded. Senator. I 
think you would have a great deal of difficulty tracing the actual 
demise or m^or chan^ in financial stability of any carrier today, 
traced to any Eastern Airline initiative. 

I think the reason why you had such rapid matching of a unprec- 
edented fare restructuring is that to not have match^ would have 
been instant suicide and Eastern was not matched across the board 
and where they were, they were matched on a capacity-control 
basis. 

What we have here is virtually all excursion fares in the peak 
summer period being slashed absolutely one-half at levels far below 
the cost of providing the product. Eastern never did anything like 
that. 

Senator McCain. Let me just make one aside here also, the day 
after Eastern stopped flying from Chicago to Miami, United Air- 
lines raised its lowest fare on the route from $198 to $379. That 
happened on Eastern routes all over the country. 

So, the fact is that when we lose competition, fares go up. There 
is a clear record of that and if you engage in predatory pricing, it 
drives airlines out of business as it reduces competition. We will 
see repeats of what happened on the routes that were competitive 
and when Eastern Airlines went out business and there was no 
longer any competitor. Is that true, Mr. DavidofT, in your experi- 
ence? 

Mr. Davidofp. Veiy much so. The airlines act like lemmings 
going to the sea. They follow ^e lowest leader. They follow the 
weakest marketer. They have ^ven up on profitability. They do not 
know what it means. Iney are far more interested in market share 
and keeping their market share \han following what is the basic 
rule of busmess. You set prices to cover costs. If you cannot set 
prices to cover costs, you cannot run a business. 

Senator McCain. Since we are using a lot of comparisons today, 
I also am reminded of the contests that they have in Las Vegas 
where everybody starts out and who ends up with the most money 
wins and evei^ybody else is out of the game. It would be very help- 
ful of course if you started out with uie most money rather than 
an equal share. 

So, I thank you, Mr. Chairman. I know we will be engaged in 
this for a long time. It is very stimulating. 

Senator Ford. And I am looking for lemmings now. I will get to 
that sea, but I do not think that people that are here at this table 
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were competing in Atlanta and Miami when the Eastern fares were 
down to $50 and $60 a fare. You did not make much either, Mr. 
Davidoff* — — 

Mr. DAVmoFF. That is for sure. 

Senator Ford. Thank you, gentlemen, we appreciate it, and I am 
sure we will be in touch with you before very long. 

We will hear from Mr. Robert L. Crand^l, Chief Executive Offi- 
cer, American Airlines. Mr. Crandall. 

STATEMENT OF ROBERT L. CRANDALL, CHIEF EXECUTIVE 
OFFICER, AMERICAN AIRLINES 

Mr. Crandall. Thank you, Senator. 

Senator Ford. I know you will defend yourself well. 

Mr. Crandall. I shall do my best. I feel like saying, liie Chief 
Lemming reporting for duty, sir. [Laughter.] 

Senator Ford. You may proceed in any manner in which you 
want to and if you have a statement we will include it in the 
record. If you want to highlight it or answer some of the 
criticism 

Mr. Crandall. Thank you. Senator. I have a brief statement. I 
am very pleased to have an opportunity to give you my views re- 
garding S. 2312 and to comment as well on the general subject of 
airline competition. 

Now this legislation is ostensibly intended to increase airline 
competition, but most of what has been said todf^ and particularly 
by the last panel has been about too much competition. 

I really do not tiiink there can be any serious debate about 
whether the airline industry is or is not enormously competitive. It 
clearly is. In virtually every U.S. origin and destination market, 
consumers have more options today tiian they did a dozen years 
ago and in the last 2 years the U.S. commercial aviation industry 
has lost nearly $6 billion something which could hardly have hfq>- 
pened in a noncompetitive industry. 

Thus, in my opinion at least this hearing is not about whether 
the airline business is competitive, but about whether Coneress 
should impose penalties on successful competitors for the benefit of 
the less successful, some of whom are seeking to blame the spon- 
sors of computer reservation systems for their competitive faiung. 

The loudest complainers are America West and Northwest. 
America West's employee owners recently had a study done to de- 
termine what is wrong with their company. In this thick document, 
there is only passing mention of CRS and very little about airlines 
other than America West itself, but there is a ^eat deal about a 
mantigement which has lost its focus on America Wesf 8 original 
plan to provide low-cost point-to-point service, which has wasted 
money buying 747*8 and flying to Hawaii and flying to Japan and 
doing all mzinner of other things unrelated to running a competi- 
tive airline. 

This report's conclusions are succinct, America West's manage- 
ment has failed.. Northwest, another loud complainer, is a privately 
held company. It got that way because its owners are 1980 style 
wheeler dealers who loaded up Northwest's balance sheet witti 
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Now Messrs. Checchi and Wilson bought Northwest because it 
holds one of the most valuable aviation franchises in the world, 
very broad rights to fly to Japan from the United States and to 
carry local traffic beyond Japan to many points in Asia. Those 
rights were granted to Northwest by the U.S. Government in 1946 
absolutely free of charge. 

American cannot compete with Northwest in Asia because we 
have no hope of ever being p'anted equivalent rights. Conversely, 
the CRS industry, about which Northwest complained so loudly, is 
open to all vsho choose to compete. In fact, as part owner of one 
of the largest CRS systems, Northwest is a CRS competitor. 

And while there can be no doubt that Northwest's routes to Asia 
are far more anticompetitive than American's CRS position. North- 
west nevertheleaa complains endlessly. 

Senators, the business of commercial aviation is quite different 
than any other business. First, the airlines must make enormous 
capital investments to buy the aircraft and other equipment they 
use. Thus, airlines have very hi^ fixed costs find an enormous fi- 
nancial incentive to sell any empty seat for any price that exceeds 
variable costs. 

So long as there is any excess capacity at all, airlines will tend 
to compete prices downward toward variable costs and since tickets 
sold for variable costs are unprofitable, an overpopulated airline 
system is very likely to be perpetually unprofitable. 

Second, airline competition is exacerbated by the unfortunate re- 
ality that consumers regard one airline seat as the same as an 
other airhne seat Moreover, they have perfect information, thanks 
to CRS's about every airlines' prices and product availability. Be- 
cause of those truths, every airline must match the prices of every 
other or lose the business. 

Third, the industry has very little ability to reduce its costs. 
Since the airline industry is heavily unionized, labor costs cannot 
be changed without the consent of*^ unions, quite understandably, 
they are unwilling to consent and since no airline can tolerate a 
strike, labor costs are not truly variE^le. 

Fuel costs cannot be changed, commission costs cannot be modi- 
fied because travel agents distribute 80 percent plus of our product 
and any airline that does not have a positive relationship with 
travel agents faces the loss of huge amounts of business. 

Nor can an airline improve i& results by reducing its service, 
since frequency of service is one of the primary determinants of 
consumer choice, an airline which reduces its schedules, so long as 
its competitors do not, will find that its revenues go down faster 
than its costs. 

Now for all of tiiose reasons, it is veiy, veiy difficult for U.S. air- 
lines to operate profitability, that is why mere are so few other 
countries in Uie world which have competitive airline systems. 
Since most countries are more concerned about the health of the 
airlines than the welfare of their consumers, most choose to limit 
real airline competition. 

Now does that mean I advocate regulation in the United State? 
It definitely does not. The United States is the largest aviation 
market in the world and I believe that market can ana will support 
multiple carriers. On the oiher hand it is naive to believe that be- 
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cause we have hundreds of different department stores we can 
have hundreds of different airlines. 

If we want a competitive airhne ff^stem, we must allow the mar- 
ket to finish the painful process of eliminating surplus capacity. 
Now I am often asked how many airlines will survive? I do not 
know the answer, but I am certain there will always be more than 
enough airlines to provide intense competition. 

I also feel strongly that a deregulated system is far better for 
every aviation constituency, employees, communities, investors, 
and consumer alike. , 

Senators, the airline industry is intensely, vigorously, bitterW, 
savagely competitive. Still, there are some things that you can do 
to be certain that every one who wishes to compete has an oppor- 
tunity to do so and to ameliorate the harmful effects of our transi- 
tion to a competitive environment 

First, you should insist that the Aviation Trust Fund be spent 
promptly, to increase air traffic control capabilities and build more 
runways and airports. 

Second, you should compel the FAA to eliminate the slot con- 
straints which limit competition at JFK, Washington-National, 
LaGuardia and O'Hare. 

Third, you should require that real estate at every airport at the 
United States be leased on a month-to-month basis and that every 
lease contain use it or lose it provisions. 

Fourth, you should change the bankruptcy laws so tiiat no car- 
rier can use them to drive the industry's prices to noncompensatory 
levels. 

Fifth, you should forbid waivers of pension fund contributions, 
thus guaranteeing workers that their employers will not cheat 
them out of promised benefits. 

Sixth; you should loosen the restrictions on foreign ownership of 
U.S. airlines, provided that any country whose citizens may buy 
U.S. airlines should be required to offer reciprocal rights to U.S. 
citizens. 

Seventh, you should change the tax laws to that airlines that 
lose money are not required to pay income taxes, and final^, you 
should direct the State transportation departments to be more ag- 
gressive, a lot more ziggressive about securing international oppor- 
tunities for U.S. airlines. 

Senators, whatever you do, you should not seek to micromanage 
the airline business. None of the provisions of tiie bill under consid- 
eration make economic sense. None of them will have any effect ex- 
cept to diminish rather than enhance competition. 

Moreover, before you do anything to damage the strongest U.S. 
airlines you ou^t to think carefully about the importance of the 
travel and tounsm industry which is the largest empli^er in the 
United States. To give you some idea of its impact, the extraor- 
dinaiy airfare sale which Nortiiwest launched with its Adults Ply 
Free initiative and which ended last Friday is going to create at 
least 70,000 new jobs in America imd stimulate our economy by 
more than $2.5 billion this summer. 

It was a foolish sale which will cost the airline industry dearly, 
but it was a natural result of competition and its impact on the Na- 
tion's economy will be very positive. 
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This summer aside, it is vitally important that the United States 
have a safe, efficient, and competitive domestic transportation sys- 
tem, and that its airlines be efTective competitors on the world 
stage. The only way to assure Uiat result is to let the market do 
its work of shaping the most competitive and efficient system pos- 
sible. 

Thank you for your attention, and I will be glad to tiy to answer 
anvquestions you may have. 

frhe prepared statement of Mr. Crandall follows:] 

Prepared Statement of Robkih- L. Crandall 

We are here today to discuBS competition in the airline induBtiy, and whether the 
govemmeDt should act to damage auccesafiil competitara for the benefit of the leu 
succesBfuL 

While thia ia an important subject, it is far less sigaificant than other issues with 
which the Congress — and the people — are concerned. Our national economy is fi- 
nally emerging, stowh, from a long and very painfii] recesaion. While the recovery 
is welcome, I know oi no one who thinks our economic problems are solved. Our na- 
tional agenda includes an out-of.control federal budget, an inoperative heami.cBre- 
deliveiv system, schools which do not teach our children effectively, a dysfunctional 
judicial system, polarized race relations — and a disheartening public pessimism 
about our econormc future. 

The airline industry has not escaped the economic adversity of recent months and 
is afllicted by a unique set of problems related to its under&ing economics. Before 
discussing those problems, and su^esting some solutions, let me spend just a mo- 
ment on an often^iverlooked piece ^^ood news. 

By many standards, tiie U.S. airhne industry is a great succeas. We provide a 
very hi^ quality product and sell it to corwumers lor lar less than die prices 
charged aviation consumers elsewhere in the world. We provide good jobs and 
above-average wages and benefits for more than SOO.OOO empbyees, each of whom 
supports, on average, about 1.4 dependents. US, airlines are a mfuor force in inter- 
national aviation and, as shown ay the defensive posture of many foreign govem- 
menta, can be even more successful in the fiiture with appropriate support from the 
VS. Government. 

The CRS industry — a badly misunderstood activity of some airlines — is also a 
preat U.S. success stoiy. The CRS industry '*'bb created from whole cloth by Amer- 
ican, United and a handful of others 16 odd years ago. Today, it employs more than 
5,000 people in the U.S. and many more around the worid, and provides the travel 
and tourism industry— and US. consumers— with extraordinaaily eflkient distribu- 
tion services. While CRSs are no longer offered solely by U.S. vendors, U.S. compa- 
nies still offer the world's most eflicient systems. 

Despite diese accomplishments, the VS. airline industry is in profound fmandal 
distress, and that is why I am testifying before this Committee. There are those who 
8^ — indeed, the title of the Bill before you suggests — diat the industry's problems 
stem from Uie success of some competitors, who must now be deliberately harmed 
in the name of competition. Not surprisingly, those saying this the loudest are the 
industry's least successfiil participants, and their supporters. 

Such a view is both profoundly naive and contrary to every tenet of the free enter- 
prise B3«tem; should such action be taken, a bad situation will be made worse. The 
airlines are the principal intercity transportation system in the United States — and 
the core component of the enormous Travel and Tourism business. 

At neoriy $700 bilhon. Travel and Tourism is the nation's largest industry — bv 
far. It meets an annual payroll of $200 billion, pays nearly S percent of the country^ 
taxes, serves as justification for nearly 7 percent of all capital investment and ac- 
counts for more than 6 percent of our GNP. Travel and Tourism employs 9 million 
people, thus providing nearly 8 peir^ent of the nation's jobs — more than three times 
the jobs in agriculture, electronics or textiles and more than 10 times the number 
employed in either autos or steel. Moreover, in recent years, travel and tourism has 
been gmwing faster than the economy overall. 

Because airlines arc such an integral part of the travel and tourism industry, 
those who propose to deliberately harm the industry's most successful competitois 
for the benefit of less successfiil ones should consider the consequences of their ac- 
tions carefully. The adverse consequences of such actions will, in my view, be far 
more profound than any of you can imagine. 
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Is the airline industiy competitive? Senators, this is, if not the moat competitive 
industiy in the world, certainly one of the most competitive. That ia why airlines 
lost, coUectively, nearly $6 billuin in 1990 and 1991; American's loss in this period 
was $280 million. It is not just competitive: As the numbers suggest, it Is savagely 
competitive. 

Can it be made more competitive still? Probably, but there can be no doubt that 
it is already far more competitive than most industries. 

Before discussing some possible solutions for the induBtiys problems, Fd like to 
talk about the unique economics of our business and comment brief^ about how 
those economics, and the events of the last 14 yeais, have brou^t our industry to 
where it is today. 

THE BCONOUICS 0¥ COHMEKCUL AVIATION 

Senators, the business of commercial aviation is quite different than any other 
business — and its unique economics have a great deal to do with how indivi&al air- 
lines, and the industry as a whole, behave. 

First, airlines must make enormous capital investments to buy the aircraft and 
other equipment they use. Since the industiys huoe investments create very large 
fixed corts, there is enormous financial incentive lor every airline to sell aiiy si~-* 



not claimed by full-fare passengers for any price which exceeds variable costs and 
thus earn a contribution to its heavy fixed marges. So bng as there is any eoness 
capacity at all — and there is, by definition, excess capacity in any scheduled oiriine 



system — airlines will tend to compete prices downward toward variable costs. Tid- 
ets sold for variable costs, by definitioiL are unprofitable — hence, an overpopulated 
airiine system, in which the pressure for revenue growth is so strong as to cause 
many carriers to re^larijr offer maw sests at prices lower than the fully allocated 
costs of most competitors, is likely to be perpetuallv unprofitable. 

Second, airiine price competition is exacerbated by the fact that consumers r^ard 
one airline's seats as perfectly substitutable for any other airiine's seats and have 

rfect information about every a " 

. ise truths, every airline must 
airiine whidi chooses to reduce i1 
that level. 

Third, the industiy has very little sbility to change its coats. As I have already 
noted, airiines have extremely large fixed costs. Ihe largest items of variabte costs 
are likewise not easily changeable. As vou all know, the airiine industry is heayilv 
unionized; thus, labor costs cannot be cnansed without the consent of uniona, whim 
are unwilling to agree to lower wages and oencfits. Since no airline can tolerate a 
strike — our own company would run out of cash in about six weeks — labor costs are 
not truly variable. Fuel costs cannot be dianged. Commission costs cannot be modi- 
fied because travel agents distribute 80-phis percent of our product and every air> 
line must either have a positive relationship vrith travel agents or face the loaa of 
tremendous amounts of buBioess. 

Nor can an airiine improve its results Iw reducing the number of flints it oper- 
ates. Since frequency ot service is one of the primary determinants of conHumer 
choice, an airline which reduces the frequency of its service — so long as its competi- 
tors do not — wiU find thai its revenues go down faster than its costs. 

For all these reasons, it is very, very difficult — for some time, it has proven impos- 
sible — to operate profitably in an overpopulated competitive system. That is why 
there is no other country in the world, to my knowledge, which has a genuinely com- 
petitive airline system. Since most countries are more concerned about the health 
of their airiines tnsn the welfare of their consumers, most choose to reflate airline 
competitk>n. 

Does this mean I advocate regulation in the United States? It emfdiatically does 
noti The US. is the largest aviation market in the world and I believe that the mar- 
ket can and will support multiple carriers. 

On the oUier hand, it ia naive to believe that because we have hundreds of dif- 
ferent department stores, we can have hundreds of different airlines. If we want ■ 
competitive system, we must allow the mariiet to finish the painful process of elimi- 
nating whatever number of carriers are surplus to the market's needs. 

THE U.S. COMMERCIAL AVIATION INDUSTEY SINCE DEREGULATION 

In the years following deregulatbn, the US. commercial aviation industry has 
been a tumultuous and very hi|^-risk environment. Durins the early 1980s, a host 
of new, upstart carriers, many weakly capitalized and badly managed, entered the 
business. Very few of those running the new entrants understood the essential eco- 
nomics of our industry. 
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There have also been many mergers and combiiiations, as well aa a host or awet 
and nnite sales. 

DurinK this period of rapid diange, the establiahed carriers chooe various strate- 
gies. At American, we lauodted two broad initiatives, each of which has profoundly 
shaped what our Company is today. 

Firat, we set out to lower our costs by growing rapidly. To do so, we made huge 
capital investments in new, more efTicient aircraft, spenung a total of almost $7 bil- 
lion between 1983 and 1988. We also introduced what was, in the early '80s, a veiy 
innovative compensation structure. That structure offered our new^ hired people 
maiket rates, that is, the same rates being paid by new-entraut camera. The more 
we grew—and the more new, lower cost employees we hired— the lower our costs. 
And grow we did: Between 983 and 1988, we almost doubled the size of our jet fleet, 
which grew from 244 to 468 aircraft, and we increased our workforce by 81 percent, 
hiring 35,000 new employees. 

Serand, knowing that we would always be a hi^-cost airiine, despite our growth, 
we set out to aggressively develop our data-processing and communication capabili- 
ties. Among the things we did was develop and market a computerized reservation 
system for use by travel agents. We undertook the latter project with great trepi- 
dation, deciding to proceed only after other airlines declined to participate in a joint- 
venture development we sou^t to organize. In the years before SABRE became 
profitable, we mvested more than $300 million and suffered losses of more tiian 
SlOO milhon, all in the hope that our CRS would some day be a successful venture. 

Duringthis time, each of our competitors developed its own strategy. Some — Unit- 
ed and TWA and, later, Eastern— developed CRS systems to compete with ours. 
Some airlines acquired their competitors, as Northwest did when it bought Republic, 
and as TWA did when it bouriit Ozark. ContiDental, as you all know, was part of 
the Texas Air giuup, which emnarked on a feeding frenzy of acquisitions. 

Eve^ airline developed multiple hubs as a way to maximize revenue and optimize 
operating cflldencies. Most airfines bou^t some aircraft, although many different 
combinaQons of aircraft types were chosen; TWA chose to pursue an old-aircrafl 
strategy, believing that financial commitments for new aircraft were foolish. 

Some of our competitors invested in other industries— Pan Am and United in ho- 
tels. United in rental cars. Some airiines chose to pay dividends to their sharehold- 
ers. American sold its holdings in otiier industries and denied dividends to its stodt- 
holders in order to buy airplanes and computers. 

Northwest and TWA were taken over in financial transactions that heaped debt 
antheir balance sheets. 

airline is what it is today as a result of the choices it made in the 1980b. 

___ose well, some poorly. But the right to (hoose, and to vrin or lose, is at the 

heart of the fiee enterprise system. 

To a considerable extent, the industry's problems are the consequence of the regu- 
Istion to which it was subjected for 40 years. The market is vigorously correcting 
the eTTors forgiven by a regulatory system which prevented failure. The correction 
is so severe that for the last several years, only one carrier. Southwest, has been 
consistently profitable. The three so-called megacarrieis — Delta, United end Amer- 
ican — have lost a total of ll.l billion in the last two yeare. 

THE government's ROLE IN THE AIRLINE INDUSTRY 

Given the turmoil in the airline industry, and the industry's siraincance to the 
nation's economy, some have called for govemmental intervention. While it is eaw 
to understand tne concern, it is impossible, given the stupendous bsses we am aJll 
suffering, to comprehend how anyone can think that the industry is not competitive. 

While it is be^nd the power of this or any government to create an idealistic 
model of competition to which free-market companies will conform, or to reped the 
laws of economics which govern the behavior and the fate of our industry's partici- 
pants, there is much that government do: (a) to assure that oU aspirants have an 
opportunity to compete, and (b) to ameUorate the adverse economic Impacts of exter- 
nal but controllable factors. 

ACTIONS THE GOVERNUENT CAN TAKE TO ASSURE PARTICIPATION BY ALL ASPIRANTS 

1. First and foremost, the government should insist that the Aviation Trust Fund 
be spent — and spent promptly — to increase air traflic control capability and build 
moro runways and airports, thus encouraging full-bluaded competition t^ all who 
wish to compete. 

Only the government can create capacity, and it has done far less than it should 
have bo do BO. Instead of making a determined effort to increase capacity, the gov- 
enunent has allowed the balance in the Aviation Trust Fund to increase — from (6 
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billion a few yeara to $16 billion today. "Biat „ 

paid tl6 billion more in ticket taxes than has been spent on the aafer akiea, reduced 
delays, better facilities and increased capadtv that were promised when the tax waa 
imposed. The reality is that the Trust Fund, is hostage to the apparently hopelen 
feoeral budget deficit — and a cruel hoax on aviation consumers! 

I recently reviewed some of the legislative history of S. 1600, in the lOOUi Cod- 
gress, which was Chairman Ford's efibrt, to impose m^or reform on the Federal 
Aviation Administration (FAA). Mr. Chairman, if you reread the statements ytm 
made then, you will be proud of your foresi^t, and dismayed at how little pngreM 
has been made toward solvine the problems you identified. 

2. You should compel the FAA to eliminate the slot system now in place at JFK, 
Washington National, LaGuardia and OUare. Slots were a '^mporary" fix for a 
supposedly "temporaiy" problem back in 1969. In the intervening yean, the FAA 
has spent billions of dollars to improve the ATC system, but has not created a sin^ 
additional sloU It is clear that slot controls are the victim of bureaucratic hard* 
headednesB and, absent compulsion, wiU never be eliminated. 

Three years ago. Senators Ford and McCain suggested abolishing them. It waa a 
good idea then and it is a good idea today. Every single justification for the ao-callad 
hi^-denaity rule has long since been eliminated. Yet, slots still exist, a monvinieiit 
to regulatoiy inertia. 

Senators, I urge you to direct the FAA to eliminate the hi^-densitv rule, and tlw 
slots which limit competition, without further delay. Your reward will be an imme- 
diate increase in capacity and thus, in competition. 

3. I think it would be entirely appropriate for you to require that real eatat« at 
every airport in the United States be leased on a moath-to-month baais and that 
every square foot of space and every Kate be subject to use-itor-Iose-it constrainta, 
ttius preventing incumbents from warehousing facilities needed hy competiton. 

4. 1 see no reason why you should not loosen the restrictions on foreign ownervhip 
of VS. airlines. Of course, we should nrovide that any county whose dtixena ara 
empowered to buy U.S. airiines should oe required to offer reciprood ri^ts to VS. 
citizens. 

5. ConnesB should direct the VS. Government — the Department of Tran^ioF> 
tation and Department of State — to be far moic UEgresrive in aviatkm oegotiatMna 
with other countries. Today, the U.S.— which is the largest aviation maricet in the 
world, and hence a market to which foreign carriers desperately desire accesa— de- 
clines to use its powerful leverage to assure equal oppcvtunities for U.S. carriers. 

Time and again, when foreign governments refuse to honor the obligations con- 
tained in bilateral aviation agreements, the VS. forgives their noncompliance and 
gives foroign-flag carriers incremental opportunities inconsistent with their bilatend 
entitlements ana disi>roportionaU to opportunities granted to U.S. airlines. In re- 
cent months, negotiations with the French, the Spamsh, the ItaUans and the Britidi 
have been conducted with timidity and deference — and the results have been jne- 
dictabty adverse. 

For example, Iberia now has the ri^t to operate a hub in Miami, while U.S. car- 
riers have very limited access to Spanish cdies and no b^ond ri^ta at aD. VS. 
carriers are forbidden by the VS. Government to operate fughts authorized by the 
US. -Flench bilateral, despite the fact that the French have alreai^ renounced tlwt 
agreement and announced that they will seek, whet) it is renegotiated, a lai^ im- 
provement in Air France's competitive position. In Italji, US. carriers have very few 
ri^ts, despite the fact that Alitalia holds various unutilized routes. British Aiinvsn 
continues to have a huge assortment of U.S. route ri^ts, many unutilized, whUe 
VS. flag carriers' desires are uosatislied. 

U.S. carriers, despite multiple promises of resolution, are still unable to handle 
their own passengers in Zurich. D.S. CRS systems are unsalable in Spain because 
Spanish carriers, owned by Iberia, refuse to make their seats available for sale. Air 
France, which owns that country's domestic carriers, declines to direct them to 
make their seats available to IT.S. CSS vendors. And around the world, U.S. Qsg 
carriers pay exorbitant rates for flisht handling, tolerate inadequate terminal fadlT 
ties and arc otherwise discriminated against in a hundred important ways. 

Senators, such circumstances are more than unacceptable; the^ aie nonsensical — 
unless, of course, we do not want our carriers to be competitive in international, 
maikets. 
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Since all airlinea must price their seats at the lowest level set by anv competitor, 
continuing operations by bankrupt earners, whose coats are dramatically lower than 
QuMe of earners paving all their bills, have the efTect of forcing full-cost carriers to 
low money and or draining equity capital out of the airline industry. Given the eco- 
nomics of aviation, the industry will inevitably continue to lose large amounts of 
monev so long as competitors are sheltered by statutes which encourage them to ea- 
tablian prioes on the basis of partial costs. 

No company would be found fit to become en air carrier if it wer« insolvent at 
the time it applied for certification. All of the safety and public-benefit conaid^- 
ationa that malce fioancia] virility relevant at the tmte of certification are of con- 
tinuing interest so long as a carrier holds a certiRcate. Moreover, VS. law antici- 
pates that to be the case, for it requires that the Department of Transportation 
make continuing judgments as to evenr carrier's fitness. It is time for the Congress 
to re<|uire the DOT to withdraw ceitiiication from carriers unable to meet their fi- 
nancial obligations. 

A recent article in TIME Magazine explaios the bankruptcy problem quite well. 
I have attached that article to my testimony and hope each of you will take time 
to read it. The reality of the airline business is that no bankrupt carrier has man- 
aged a successful reorganization. BranifT is operating under bankru]>tcy-court pro- 
tection for the third time, Contioental for the second. Under the "guidance" of the 
bankruptcy court. Eastern was allowed to bse hundreds of millions while in bank- 
ruptcy, until virtually nothing remained for its creditors. In the end. Eastern's em> 
ployees lost their jobs and their pensions, and Eastern's ongoing operation imposed 
aiige ksses on other carriers as well. 

2. The government should modi^ the Employee Retirement Income Security Act 
of 1974 (ERISA) to forbid the granting of pension-contribution waivers. 

Bankrupt companies should not be allowed to suspend contributions to their pen- 
sion fiindi^thereby increasing the habilities of the Pension Benefit Guarantee Cor- 
poration (PBGC). Among other things, midi actions cause the PBGC to increase the 
premiums it charges the sponsors of healthy pension plana. During the past five 
yearm, American's annual PBGC premiums have gone from $522,000 to tS,100,000. 

In addition to imposing on ourBclves and other companies the burden of paying 
the pension costs oi our competitors, the practice of impoains ever-hi|^er premiums 
on fully funded pension plans discourages companies frombecoming or remaining 
pension-plan sponsors. It is clearly bad public policy (or the government to encour- 
age companies to cancel pension plans, thus increasing the economic uncertainties 
of Amenca's ever-growins corps of^senior citizens, 

3. As appropriate, tax laws should be reformed. 

When Congress revised the tax code in 1986, it sou^t to correct code deficiencies 
which allowed companies earning large profits to avoid pajdng taxes. Unhappily, 
thia sensible-sounding reform — and the alternative minimum tax (AMT) ti 
■pawned — have had very adverse consequences for the airline industry. 

In the last two years, AMR lost $280 million. Nonetheless, AMT rules required 
UB to pay $226 million in federal income taxes. Clearly, Congress did not intend to 
force companies whidi lose money to pay taxes — and the law should be changed to 
reflect that fact. 

4. Finally, The Congress should direct the agencies of government which regulate 
the airline industry to stop increasing the industry's regulatory load and to look for 
ways to reduce the heavy burden it already bears. 

'There are many examples of this excessive regulation. In March, in response to 
the President's call for a reduction of govetument regulation in his State of the 
Union Message, American submitted a list of mote than 100 regulations whidi 
could — and should — be eliminated or modified. Yet the juggdmaut of regulation rolls 



isly sending a message that the U.S. ( 
traveling on foreign carriers than on our own. 

Another example is the FAA's recently mandated controlled access door require- 
ments, which wiU cost the industry $700 million — roughly four times the FAA's 
original estimate. 

The dot's most recent security proposal would force the industry to do extensive 
eriminal-backgrtrund checks on nearly 600,000 airline and airport employees. These 
investigations will cost hundreds of millions of dollars and add substantially to the 
elapsed time required to hire an airline employee, but will add absolutely nothing 
to ibe real secunty of U5. airline p 
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Hie sutyect of regulation brings me U) CBS regulation. The Bill under diBcuarion, 
premised on your acceptance of itatements by our competitors to the effect that CRS 
IB both a barrier to entry and anti-competitive, proposes radical regulation for the 
purpose of depriving American and United of the Denefits of CRS ownership. 

llie facts are that CRS is and has been a tremendous procompetitive force. By 
providing an electronic shelf on which new entrants can display their product to 
more than 100,000 travel agents, CRS fBcilital«s market entry. Furthermore, by giv- 



lower price ofTered by any other airline. There is no other industry about which con- 
sumers have such perfect information. CRS sys' ' '"'' '""" '" '"'^" 

we either have the nest prices or we lose the bui 



have such perfect information. CRS systems give airiines no place to hide — 

iT have the nest prices or we lose the business. 

I do not want to belabor the issue of CRS today. We have testified many times. 



and filed innumerable studies, reports and white papers on the sul;}ect. Nonetheless, 
1 do want to make the point Uiat the only real problem that anvone has raised, and 
tile principal fact about which our competitors complain, is that CRSe have suc- 
ceeded, and Iw doing ho, have enabled ua to earn a return on our investment. 

Is that boi^ I do not think so, and I hope you dont, either. 1 also hope you will 
agree ^at a Huccessful CRS investment is no leas admirable than a successful in- 
vestment in hotels or rental can. 

But unlike those i^o own hotels or rental can, those of us who tocdi the risk of 
investing in the CRS industry have had to respond to a never-ending parade of half- 
truths about CRS. When one is put to rest, another pops up, full grown. 

Since 1976, American has invested hundreds of railUona of dollars to SABRE. For 
the first six yean, our CRS tost money hand over fist. No one told us then that it 
was bad public poli(y for an airline to own a CRS. We onl^ launched SABRE alter 
other airlines, inctutung Northwest, refused to participate m an industry-wide joint 
venture which we sought to organize. 

Because we have gmwn weary of this debate over the years, we tried in 1989 to 
do what we were unable to achieve in the mid-1970s — that is, to make SABRE an 
industry utility by proposing to make it part of a joint venture with what was then 
Delta's Datas U. We also oflered non-CRS owners the ri^t to buy shares in the util- 
ity. DOT had no real objection to the SABRE-Datos transaction; its two minor con- 
cerns were easily addressed. But the Department of Justice (DOJ), after heavy lob- 
bying by various critics of our CRS ownership, rejected the transaction. It never did 
expliun why, except to say it didn't want any more airline mergers. But of ooutae 
that transaction was not an airiine merger; it was a good-faith effort to divest our- 
selves of SABRE. Then, despite the fact that it wouldn't let Datas 11 and SABRE 
merge, DOJ turned around and let Delta merge Datos n with a CRS jointly owned 
by Northwest and TWA. 

We tried hard to moke the Datas deal work — not because we wanted out of the 
CRS industry, but to silence the critics once and for all. We tried especially hard 
to pemiode America West, one of the most vocal critics, to invest. Yet despite con>- 
plaining daily of the unfair competitive advantage afforded by CRS ownership, it de- 
clined. Yet that same carrier, despite its bankruptcy, recently invested in a Phoenix 
sports arena. 

Earlier this Spring, American ^ve the Department of Transportation a detailed 
explanation of recent changes in CRS functionality, and explained why further regu- 
lation is simplv not necessary. 1 will briefly summarize the points we made. 

1. The l^al and economic theories Hupporting CRS regulation have been invali- 
dated. On October 29, 1991, the Ninth Circuit Court of Appeals afHrmed a District 
Court decision that American and United had not violated the Sherman Act in the 
operation of their CRS systems iAiaaka Auiiiua, Inc. v. UniUd AirlUua, Inc.. 948 
FJ2d 536 (9tii Cir., 1991)). Spedfieally. the Court found that SABRE and ApoUo 
were not essential facilities as defined by the antitrust laws, and held that the n 



r United had occurred. A summary of the findings is attached. On April 6, 1992, 
tiie Supreme Court denied certiorari (112 S. Ct. 1603 (1992)). 

American and United have won every court case challenging their contracta with 
travel agents, including the liquidated damages clauaea in those contracts. Both the 
Second and the Fiflh Circuit Uourts of Appeal have upheld decisions on this issue. 
See, Anuriean Airlinea, Inc. v. Nationwide Tnding EnlerprUes, Inc., (no. 91-1183) 
(slip op. 5th Cir., Oct. 2, 1991), and UnUed Airlines. Inc. v. AusUn Tnwel Corp.. 876 
F.2d 737 (2d Cir. 1989) 
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"Hie acadeimc literature on CRS also rejects the charge of unfair competition. Two 
recent articles have been provided to the committee. 

Travel Trust Internationsl, a consortium of travel agencies whose total Bales ex- 
ceed $6 billion annuaUv, in a filing made with DOT in Docket No. 464M, on Novem- 



^yrtems. Tlie few remaining programnung defaults are meanin^CM; nevertheless, 
we «re now eliminating them, and have comniitted to finish the process by April 
1, 1993. 

3. CBS ownership is open to all airiines. Contrary to the impression left by some 
critica, every nuvjor airline either has an ownership interest In a CRS or has decided 
it does not want to be an owner. American has oflered to sell America West an own- 
ership interest in SABRE, at fair mariiet value, but it has decUned. If CRS is the 
hicnaive business it is claimed to be, why wouldn't America West jump at the 
diance to join us in our venture? Our offer to sell an interest in SABw to any in- 
terested party remains open. Those that have had the opportunity to invest, but 
hove dwsen not to, are in no position to complain today. 

4. Intrusive regulation will cripple the ability of U.S. CRS systems to com 
abroad. In Cana&, Europe and Asia, VS. vendora are battling for CRS bun: 
whidi, if won, will be substantially helpful to the U.S. balance of trade. Our forei^ 
competitors are significantly subsidized by their governments and enjoy the benefits 
of diBcriminatoty practices by foreign-flag carriers that the U.S. Government has de- 
dined to sUni. AddinK more cost, snd more regulatoi^ constraints, will make it even 
more difficult for US. ^sterns to win these competitive battles. Indeed, it will vir- 
tually assure our defeat. 

5. Competition at the travel-agent level is more intense than ever. CRS vendora 
compete vigorously for travel agent CRS contracts, and the smaller CRS systems 
continue to gain mariiet share. We are already losing ground; our oompetitora nei- 
ther need nor deserve legislated advantages. 

6. CRS boddng fees nave been declining steadily in real dollan and. by any 
measure, an a superb vahie. In 1991, America West paid SABRE a little lesa than 
112 ndlUon in booking fees br approximately six million America West segment 
bookings, with an estimated revenue value of at least 1360 million. These fees com- 
^nsate us for our investment and pa^ for all the functions the system performs. 
We estimate that America West pays six times as mudi in travel-agent commissionB 
as it does in bodcing fees. The chart below shows bodcing fees for the past eight 
yean, adjusted for inflation. 

PULL AVAILABIUTY BOOKING FEES 



-M HFiATioM AUunca m 




)Hr- bho nsi urn JbN- «^m. jhh- *«n- i»n 



hea are lower than airiine CRS charges in Europe, lower than the bodting fees CRS 
systems chaige rental car companies and hotels and vastly lower than fees charged 
l^ vendora oftickets for theater performances and sporting eventa. 
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Hiub, by aiqr meaBure^ CRS airline booking fees are a greaX value. Since one of 
the premiseB of this legislation ia that bookug fees are excessive, this proof that 
they are declining and are the beat value of uieir kind Aould make it dear that 
Congressional action is inappropriate. 

CONCLUSION 

Senators, the CRS debate is nothing but an intra-industry dispute, wrapped in 
the mantle of public policy to lend respectabili^ to those who complain. Having 
failed in court to prove that there is anyuiing illegal about CRS activities, and liav- 
ing failed in the very competitive msricetplace to which they j>ay vertial homage, our 
competitors now seek the antithesis of competition — regulstunl Tliis Bill should be 
not be called the 'AirUne Competition Act of 1992"; instead, it should be labeled the 
"Alriine Re-regulation Act of 1992"— and it diould not become law. 

It is particiilarly outrageous that Northwest Airlines ia lobbying this isane so ag- 
gressively. NorHiwest is an airline heavy with debt from s leveraged buyout nndier* 
taken bv Messrs. Wilson and Checchi. The LBO was undertaken to gain conbvl of 
one of UK most valuable franduses in aviation — very broad ri^ta to fly to Tokyo 
from several points in the U.S. and to cany local tratBc beyond Japan to many 

Sints in Asia. This valuable and anti-competitive system was granted to Northwest 
le of charge by the U.S. Government, in 194S. Despite having it. Northwest haa 
complained mcessan^ about SABRE and ia now telling its people that it cannot 
pay wages and benefits competitive with American, United ana Delta. Senator*, 
SABRE is not Northwest's problem. Northwest's management is Northwest's prc^ 
leml 

America West, tiie other leading complainant, has for yeara rau^ a scapegoat 
to divert attention from the failures of its management. But America West's i»ob- 
lems have nothing to do with computer reservations systems. Ito management 
knows it and its owner-employees know it. 

A recent report prepared for the employees of America West by e respected con- 
sultant, a cow of which we have provided for the Committee, identifies the curier'a 
pnbkms. SABRE did not force America West to purdiaae 747s. SABRE did not 
force America West to seek a route to Nagoya, Japan, whi^ was a sure monqr loaer 
from di^ one. SABR£ did not force America West to abandon its focus on low- 
priced, point-to-point service nor to try to become a nationvride carrier. And SABRE 
most cotain^ aid not induce Sondiwest, America West's prime conqietitar, to es* 
pand in FtioMiiz, on America West's home ground- 
Mr. Qiairman and Members of the Committee, enacting^ the l^slation yon are 
considering would be a great mistake. Deliberatoly damadng SABRE and COVU 
will do nettling to help consumers, travel a^nts or the airline industry. To the coo- 
trary, it will reduce competition--hy lowering the quality of information availaUe 
to airline customers, and oy demonstrating to entrepreneurs of every stripe that the 
UjS. Congress is willing to punish our economy's winners, 
lurg ■ ■ ..-....-. .. ..._....__ .L,__ . 

healthy airline industry as well. 
Thank you. 



Section by Section Critique ofS. 2312 

1. Functional Neutrality. 'Hie Bill forbids anyAinctional differences whatsoever 
as between one airline and another within any CRS. We support this objective, and 
whether there is or is not l^slation, will eliminate the remaining minor "default^ 
in SABRE within the next 10 months. By the Spring of 1993, we will also instaO 
in SABRE a function called "seamless connectivity. UtiUzing the most advaLoeed 
real-time interactive computer technology, "seamleas connectivity" will allow travd 
agents immediate and simultaneous access to the internal reservations systems irf' 
' ' ' "■""" "y is a done deal 

ems contain maov so-called "defaults," aJ' 

.__ ation is uasaed. Inis mav imnose a senui: 

den on the smaller CR^. 

It is interesting that the veiy carriers that allege CRS "architectural bias" molt 
loudly are the most aggresaive users of travel agent overrides, which are extra piy- 
mento made to traveragents to induce them to give the paying airiine a i»«aaiUB 
share of bookings. CRS systems do not cause travel agents to book cuatomeiB on 
a particular airUne; overrides do. Thus, if Congress truly wishes to cauae travel 
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sgents to be indifierent as between Carrier A and Cairier B, it muit mandate 
standard travelagent amuniuiDiia, as the Civil Aeranautica Board did until 1982. 
2. The No-Host Retpiirtmtnt. While the no-host raquiicment has been deleted 
from tiie proposed leowlation, it deserves at least brief comment. As Ha concept ap- 
peared in S. 2312, this provision would have forced American to build a new, stand- 
alone computer center if it wished to stay in the CBS busineas. The additional ciMti 
would have penalized American but would have had no public polity beaeRt what- 



Conunittee, [nwed conclusively that bostlesa systema have no greater independence 
nttit^r amuiaiti- airiiues than do shared ^stems. The only cuirently Imstless'' CRS 
a One, includes numerous software-driven defaults to its owner, Con- 



of their sponaor siriines than do shared ^stems. The only cuirently iMstless' I 
nrstcm, rantem One, includes numerous software-driven defaults to its owner, < 
tmental Airiines, despite the fact that the system is run on computer* physicalty 



TSt 



.. firom UtOM ninnins ContinentaTs internal reservations system. 
worth Dotmg that althou^ System One touts itself as being the only p 



n our announcement of our fares the next moming — we asked 
. _ r~i— to agree not to disclose proprietary data to Continental or any 

T. wstem One declined our tcqucet. System One's "^ostteBs" system is 

uaytiiiiig but inoepeodent of its owoeri 

A requiiement that CRSs be 'lioatlees'' would not accomplish anything beyond 
tme IbnEtional neutrali^. Its only purpose would be to penalize successful CRS 
con^wttton by imposing uneconomic operating requirements. 

3. Pervamvt Regiilabon of Relations wilh Carrier ParUcipants. Tha new Bill ia 
•obstantially worse than its predeceasors in several respects. For one thing, it regu- 
lates boddng fees and imposes regulation of many of the other terms and conditions 
* ontracUMtwi " . -- . 



[ns, bat the sdieme mandated fay this Bill is not ubitration— it is a back-door 
means of r^julating booking feea u a way designed to penalize efficient vendors. 
llie procedure provides that the ari)itrator must "render a decision as to whether 
the (Gninted participant fees exceed that which would be fair and reasonable in 
l^t of the revenues and costs attributable to the comnuter reservations system'. 



an owomhip interest in the computer reservations system, and all applicable costs, 
indnding an allowance for a reasonable return on investment." 

niis impiesave diarge is beyond the capacity of anyone, and is ludicmusly intru- 
■ive. In what other industry are commercial truuactions between multibillion dollar 
entitiea subject to arbitration over the "reasonableness" of the consideration in- 
volved? WiirCongress also pass le^latioa allowing us to arbitrate the price we pay 
for (bel, or airplanes, or commumcationa fadUties, or advertising? Win caterers b« 
eompdled to arbitrate the amount they charge for food? In what indnatiy are reve- 
Dnes earned tqr a primary business relevant to what the company duu^es its cus- 
tomers in an ancillary business? Electronic Data ^stems' contracts for information 
services are not sulnect to arbitration based on General Motors revenues 6um car 
■slea. WIv should SABRE fees depend on airUne ticket sales oi 



Sodl intervention, if it actually^ occurs, will have anv number of unexpected re- 
sults. One that we can anticipate is the elimination of all research and devek^ment 
ia Ibe CRS industry. Such investments depend on the assumptiiMt that iriutever is 
devekqwd can be sold at a profit. Since there would be no way to detennine what 
if any revenue value an arbitrator mi^t assign, and since any increase in fees, no 
matter how minor, would trigger arbitration, why would any conqiany ever seek to 
invent anything This is a truly bizarre and unprecedented way to regulate cmn- 

Uoreover, there is no precedent in federal law for imposing sudi arbitration re- 
qoirements. "Rx law, as stated by the Supreme Court in AfiT TtdtaatameM. Int. 
v. ammtauea&ona iforken of Amtriea. 475 \5S. S43, 89 L. Ed 2d 84S, 106 S. Ct 
1415, 1418 (1966), is clear: ari>itration caniwt be mandated. "A pai^ cannot be re- 
qtdied ta submit to arbitratun any dispute whicfa be has not agreed so to snbmit- 
* * * (Atrbitrators derive their authority to resolve disputes otaj heranar the p«r- 
tiea have agreed in advance to submit swii grievances to ariiitration.* Thus, a stata- 
taiy n^iiireiitent that we arbitrate boddng fees is JD^al, as weD as nnpiecedentcd 
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CBS bcioMng feet «r« ■ minor airline espenae. Cairiera spend far more money on 
catering than on CRS booking Tees. IT Congress reall;^ believes that CRS lees should 
be regulated, then it should logically regulate all airiine oast*. Tlie latter is obvi- 
oushr absunk so is the former. The idea of regulating booking lees should simp^ 
be abandoned. 

4. Contract terms, 'niere aic several pniviBiona in the Bill that would impose stat- 
utiny limitations on the terms and conditiona of the contraicts entered into between 
CRS vendors and travel agents. 

The Bill would prohibit contracts with a term of more than two yean, preclude 
liqnidated damage proviaions and proscribe minitnnm use — or vohime diacaunt — 
provisions. Aa far as we know, this would comprise the most intrusive and limiting 
set of federal atatutoiy restraints ever imposed on commercial contracts. Many t? 
the contract terms to be regulated have been litigated and U|dield. Having IcMt in 
court, our competitors now turn to Congieas. 

In addition to having been U|dield judicially, these proviaions are common to con- 
tracts in other indnstnes. There is no reason to tnat CItS contracts mny differently 
than omtracts for other forma of ofiFice equipment. Unless Congress wishes to dic- 
tate the terms of computer leases generally, it should reJirain from r^ulating arms- 
length CRS transactions. 



APPENDS B 
Nintk Cireuit Court AffimiM CRS Ruling 

Once again the federal amrls have affirmed that the ownership of CRS's does not 
violate the anUtrust laws. On October 29,1991, the Ninth Circuit Court of Appeala 



DAJl. 13278). On April 6, 1992, the US. Supreme Court denied certiorari (112 S. 

Ct. 1603(1992)}. 
We have heard repeated areuments from certain parties that owners of computer 

reservationa systems (CRS's) have engaged in illegal and anti-trust behavior. These 

daims and other CRS issues have been litigated expensivety. 
The most comprehensive case was a private anti-trust action brau^t in California 

by various airline* against SABRE and Apollo. After a lengthy tria^ the jury found 

in favor of SABRE and Apolk> on all points. 
Since many of these aame arsumenta aie being uaed to urge new and costly legia- 

lation of the industiy, I thou^t it would be important to provide you viva some 

information on this Utigation. 

Facte 
In 1989, a trial was held in the Federal District Court in California concerning 

three claims brou^t against American Airlines and United Airlines l^ some of 

th«r competitors, la each claim, the ptaintifla argued that the ownership and con- 

tral of CRiS ^stems by American and United constituted violations of the Sberman 

Act. llie trial court found that two of the three claims were so without merit that 

it granted summary judgment dismisaing them. A juiy considered the remaining 

claim and concluded tfiere were no antitrust violations. 
The plaintiffs appealed the summaiy judgment decision (but not the jury verdict). 

After arguments to the 9th Circuit in April, the Appeals Court afDrmed the original 

decisicm and concluded that there have been no violations of the antitrust laws by 

owners of CRS systems. 

Findings 
Tile Court of Appeals found that CRS's are not 'essential facilities' and that 

American and United have no engaged in "monopoly leveraging" of their CRS m- 

tema. Most important, the Court deacribed the economics of the CRS business with 

unusual clarity. Specifically the court stated the following: 

"Airiinea generaUy subscribe to eveiy CRS because the CRS's chai^ the air- 
line per bowling. Tne SI. 76 fee to secure a bodcina is of little consequence be- 
cause a $300 or $400 fare mav otherwise be lost, "rhis is not to say that a CRS 
can charge its airiine subscribers any fee that it desires, no matter how hi|^ 
Basic economic theory tells us that en airline will wiUidrew from the CRS if 
the cost of --■--'■ - -• ■ ' • • .--.■......». 

CRStoexi 
naltezt] 

In a later portion of the dedsinn, the Court reiterated this point in the following 
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** * * Thus, ttw ability of United or American to abuae their dowaatream 
GompetiloTS by Dumipulatiiig their CBS's is severeV limited. 

"Moreover, Unitea and American have never renised any of the plaintifTa ac- 
cesB to their respective CBSa. ■ * ■ Rather, United and Ajnerican nave always 
given all of their competitors in the air transportation marlcet nich access lor 



■ fee. Neither Unit«d nor American have ever set this fee at a level that would 
drive their competiton away. As noted above, it is unlikely that defendants 
would set their fee at such a level, for, if they did, they would destroy their 
• CBSa rather than their competition." 

lUa flnijing is oonaistent with every court action brou^ asainat the owners of 
CRS systems. 'Hiis particular case involved the most detaileo examination of the 
CRS busiDess ever undertaken. Thousands of exhibits and weeks of trial aflirmed 
that the CRS buainess is operated wholly within the parameters of the antitrust 

Now that those urging ledslation of this induatty have toat another round in 
canut, they will likely renew uieir efforts to persuade Congress to do what the courts 
will not do. lliose eftortB should be rejected. 

APPENDIX C 
mm*. Hay IS. 1S93] 

The Bankruptcy Game 

n chapter II. But loo many ust the law 
:, and protect bad managersj 

(By John Greenwald) 

According to llie American camtalist gospel, it is no sin to go belly up. Quito to 
tlie contrary, U.S. firms enjoy the most liberal bankruptcy taws on earui— a privi- 
lege stienguiened by a provision of the code known as Chapter 11 that holds credi- 
tors at bay while often allowing sick firms to bleed new buckets of red ink and still 
Operate for years. 

Congreaa added the Chapter II provision to the federal bankruptcy code in 1978 
ao conmanies could stay in business while working out repayment plans. But a na- 
tional debate has now sprung up over whether the country would be better off if 
■id firms were allowed to die. Last year nearly 21,000 firms filed Chapter 11 peti- 
tlona, the most since 1989. More significant, many of the new cases are mammoth, 
involving sudi familiar names as Mecy'B, TWA and Orion Pictures. While few large 
componieB entered Chapter 11 before the mid-1989a. more than a dozen with assets 
exoeoding $5 billion have taken refuge there in the past three years. 

Agrowingbody of critics charan that Chapter 11 haa become a tool that wily man- 
agen can now use to stiff cieditora and preserve their own jobs. Moreover, they 
ugue, companies in Chapter 11 can take advantage of the fact that they pay no 
interest on part of their debt by slashing prices and wreaking havoc on their com- 
petitors. Most companies that take refuge in Chapter 11 ultimately fail anyway, 
critics s^, leaving crediters with even fewer assets than if the firms had been liq- 
uidated in the first place. Says Sam Zell, a Chica^ rinoncier. "It isnt good for the 
economy te prop up cripples and hand them unfair advantages tiiat aUow them to 
bleed inoonw and hielp destroy the healthy competition. 

Iferror stories ore easy te find. Eosteni Airlines hod a net worth of moic than 
11 bilUon when it entered Chapter 11 in 1989. But there was little left for creditors 
by the time Eastern exhausted (400 million tt^g to remain aloft before it quit fly- 
ing last year. Manville Corp. filed a 1982 petition solely to escape $2 billion of Uabfl- 
imed to have been harmed by 

, , Lorenzo steered Continentel 

bu^Tuntcy, allegedly te break union contracte. But the tactic could not save Con- 
tinental — now minus Uirenzo — from retoming to Chapter 11 in 1990. 

Alarmed by such abuaes, Congress is considerins reforms. The Senate Judiciary 
Committee has called for a blue-ribbon panel te study whether the entire 1,568-page 
bankruptcy code should be over-hauled. The panel would also consider speedy alter- 
natives te Chapter 11 proceedings, which lam about two years on average and force 
companies to expend vast sums of scarce cash on legal and accounting fees. 

Kbmy expertH agree that chan^ in Chapter 11 aie aorety needed. "Nobody 
thou^t It would ever come to this, Says Sam Giordano, executive director of toe 
American Bankruptcy Institute, a dearin^ouae for bankruptcy information. "The 



Digitized byGoOgle 



citisens, not albw bankrupt^ t 



bRokruptcy petitions between 1964 and 1989 and found that only 20 pendent h«d 
managed to emerge nicceeaiully. At the eame time, the article said, Ixind-holdoTa 
lost 67 percent more of their inveetmenta on average when companieB foiled in 
Chapter 11 than under previous law. "If atodi- and bondfaoldera were wome off. 
what in the hall was BBiaS on here?" demands co-author Hidiael Sradley, a law and 
finance pnfesMir at tne Universily of Midiigan. "If the punwae of Chapter 11 waa 
to protect cnrporate aaaeta and aharebolderv, we Ibund just the oppoaite. 

take any hotly contested issue, Chapter 11 haa its share of dtamptans. "On bal- 
ance. Chapter 11 has been positive for the economy, says Edward Atbnan, a finBrn^ 
prafeaaor at New York University's Stem School of Business. It cooao'ves the aa- 
aeta and vahies of firms that have temporaiy problems but can be rcliabilitidcd.'' 
Altman and doctoral student Edith HotcnkiBs conducted a stu^ that found ihrnt at 
least half the 1,096 firms entering Chapter 11 between 1979 and 1991 emerged suc- 
cessfully and have managed to s^y ouL That study focused exclusively on publicly 
held companies in Chapter 11. 

Yet few experts dispute that Chapter 11 cases can run up huge~«nd often exces- 
sive — legal and pinfessionel fees, especially when big con^tanies are involved. LTV 
Corp., a steel and aerospace conglomerate, which had sales of tS billion laat year, 
has foiked out more IJaan $100 million in legal fees since it entered Chapter 11 in 
1986 yet remains mired in debt. As the megacase grinds on, LTVs bills ai« piling 
up at the astonishing rate of $2.5 million a month. 

But ownen and managers of companies in Chapter 11 can do veiy well for them- 
selves, thank you, even as creditors take a beating. William Farley put hia $3 billion 
empire, which includes Fruit-of-the-Loom apparel, inte Chapter 11 last year. But 
analysts sov Fariey could keep a mudi as $100 million of his peraonal fbrtnne and 
homes in Chicago, Aapen and Maine. In Washington, real estate developer Dominic 
Antonelli Jr. has readied agreement with his crediters in a $700 mMon Chapter 
11 case that would allow hmi to keep, among other things, $1.9 million in caA 
along with sto^, can and possessions valued at $2.1 imllion. If the deal goes 
through, the creditors could set as little as 17 cents on the dollar. 

Inside ailing companies. Chapter 11 filings can lower morale and strain already 
tense relations between bosses and employees. Some TWA workers question owner 
Carl Icahn's nwtives for placing the airline in Chapter 11 in Januaiy. Instead of 
striving to clean up the company's finances, they aay, Icahn's real goal may be to 
use Chapter 11 aa a shelter from which te conduct fare wan like his current battle 
with American Airlines. Chapter 11 can be a good opportunity for a coropnire to 
cleanse itaelf of past mistakes, says Bill Complon, diairman of the pilots' union local 
at TWA. "But how do you do it when you have the same managers and emplotyMS 
who created the problems in the first place?* 



Bkwmingdale's, Rich's, BuKunes and other chains — apent much o_ ._ _ 

period reorganizing its finances and dosing weak stares. MacVa alao got a 

element look last month when chairman Ekiward Finkelstem resided after filii« 
Cnapter 11 papers in Januaiy. Finkelstein had come under increaaing fire since 
using debt to adiieve a (8.7 bilUon buyout of Macys in 1986 and aiaither $1.1 bil- 
lion to acquire Bullodcs and L Hsgnin stores. 

Some firms have found it the best way to survive Chapter 11 is to escape it as 
swiftly as possible. The Days Inns motel chain brou^t 1,200 firandiiaes out of (3iap- 
ter 11 in Januaiy after a relatively brief 17-nianth stay. A lot of bonkivptciea just 
^ on forever,' says John Snodsrass, who heads the franchiae operationa. "But the 
ludge made sure we didnt get bogged down and drawn out. It rea^y serves no one 
but attorneys to continue in banMuptcy for a lengthy period of time. It can't be 
healthy for a business to do that." 



Ihis oommonsense approach is alrea<)y woridng for small North Carolina compa- 
nies. Under a fisst track that U.S. bankruptcy Judge A. Thomas Small instead in 
1987, firms file their reorganization plans within 90 days and average just sis 
months in oourt. Specter Molding, a $3 billion plastics companv, ma^ on even 
, quicker getaway; it was in and out at of Small's court in less uian two months. 
Cases luce this are why the code was written," says Trawick Stubbs, the firm's at- 
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tomey. "^ngrcBS has SEud, Siid I agree, that it's preferable to have reorganization 
and tchabilitation rather than liquidation." 

Experts say big firms should speed through Chapter 11 in the same no-nonsense 
way. ChicB|go investor Zell would give companies an 'absolute deadline' of one year 
to reorganize or go out of busineHB, 'By having little discipline, you create a nUge 
playing field for a lot of ghouls to make a living," he says. Th^re all feeding at 
the trmi^.' Par all the nchnesa of hia metaphors, Zell has a point. Tight deadunea 
oould cuib Chapter 11 abuses by encouraging companies to ^t out of court quidily 
and return to the business of surviving in the marketplace without life support. Or, 
if that's impossible, to close up shop and allow their creditors to split the remaining 

Senator Ford. Thank you. Mr. Crandall. 

There has been a lot of discussion about the recent 10-day fare 
war and I understand yesterday Continental Airlines, and then 
America West jumped in also charging you with predatory pricing. 

Can you explain, or will you explain American's action and what 
you CEin expect the results to be? 

Mr. Crandall. I will be most happy to do so. Senator. First, just 
so everybody understands it, we have sued those carriers as well, 
seeking a declaratory judgment that our pricing actions are en- 
tirely legal. 

I think it is important in understfmding the events of the last 
week to go back to the fall of last year. In the fall of last year, and 
Senator Ford and Senator McCain and every other Senator that 
sits in the U.S. Congress has received thousands of complaints 
from air travelers and we have received thousands of compleiints 
from air travelers, saying the airline pricing system is lunacy. 

It is too complex. It is too convoluted. It is too full of rules. It 
is too complicated. It is not fair. In addition. Senators, it did not 
work. So, late last summer, having lost money for the preceding 2 
years, we decided that a new fare structure, responsive to our cus- 
tomer's needs ought to be put in place and we studied that for 
about 6 months. 

And on ^ril 9 we announced a very simplified structure. There 
were four fares in that structure, first class, imrestricted coach, 
and two advanced purchase fares. All of those fares were materi- 
ally lower than the fares which had previously been in place. It 
was our belief that we could get travelers traveling again and spe- 
cifically that we could get business travelers traveling again if we 
reduced unrestricted fares. 

We called that plan the value plan and we put it out there on 
April 9. At the press conference at which we announced the value 
pricing plan many people asked us, "What will you do if your com- 
petitors file lower fares?" 

We said, "We will have no choice but to compete on price because 
that is the way the airline industry works, but when we compete 
on price, we will lower the price structure, we will not file individ- 
ual special fares for subsets of the marketplace because that would 
go right back to the complexity that our customers say they do not 
like.*^ 

In the weeks following, many carriers filed fares lower than ours, 
TWA, Continental, U.S. Air, and in each case we matched those 
fare filings by reducing the level of the value plan fare structure. 

On May 20 or thereabouts, the original April 9 structure came 
back into effect. Then on May 27 Northwest came along and filed 
its so-called Adults Fly Free or Kids Fly Free promotion. We had 
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no choice but to match. Thus, we were confronted with three 
choices. We could have abandoned the simplicity of our April 9 
plan, thus reneging on our commitment to our customers, and if we 
did that, we could have simply matched the Adults Fly Free or 
Kids Fly Free. 

We could have ignored the fare and if we had done so we think 
we would have lost a great deal of business, or we could make the 
50-percent-oflF sale applicable to everyone imd that is what we did. 

And I have just heard Mr, Conway express some veiy adverse 
views regarding that fare, I wonder, Mr. Conway some years ago 
wrote an imnual report in which he had something to say about 50- 
percent fares which America West was offering. And that comment 
in America Wesl^s annual report was that 50-percent fares were 
just a terrific deal and a wonderful thing and a great initiative. 

So, it sounds to me as if a one-half off sale is a good idea when 
America West thinks of it, but a bad idea when American believes 
that that is the appropriate way to respond to a competitive initia- 
tive. 

Senator FORD. You recommend, Mr. Crandall, that Congress pass 
l^slation to allow increased foreign ownership of U.S. airlmes, 
and I think you alluded to that in your statement. Do you think 
it is important to maintain control by U.S. citizens? 

I think you said you favor more foreign ownership only if th^ 
allow us to do the same thing there that we are allowing here; that 
is, the level playing field aspect, I think. 

But how important is it to maintain control by U.S. citizens? 

Mr. Crandall. Senator, I truly believe that the airline business 
is one of those businesses that need not have any borders. I there- 
fore think, subject to assurance that U.S. citizens will have a full 
opportuni^ to participate, that the globalization of the airline in- 
dustry ou^t to be allowed to proceed find if foreign capital wants 
to buy into the U.S. airline business, I think it should be permitted 
to do so. 

To the extent that there are any national defense or emergency 
airlift concerns, I think they could be provided for in the charter 
of a carrier operating airplanes within the United States. 

But I see no reason to restrict the ownership of airlines, so long 
as U.S. citizens are allowed equivalent opportunities elsewhere. 

Senator Ford. There has been a lot of talk today about CRS. 

Mr. Crandalu Yes. 

Senator Ford. And Sabre is yours, is it a separate company from 
American Airlines? 

Mr. Crandall. It is a division of our company. Senator. It could 
be set up as a separate company. It operates as a division today. 

Senator Ford, That is fine. Are profits from Sabre plowed tedt 
into the airline or the CRS or both? 

Mr. Crandall. Both. 

Senator FORD. Does Sabre charge the same booking fees to 
American as it would to any other carrier? 

Mr. Crandall. Yes, sir, it does. 

Senator Ford. Thank you. 

Senator McCain. 

Senator McCain. Thank you, Mr. Chairman. 
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Mr. Crandall, I appreciate very much you being here today and 
I appreciate your patience. I do not think that many of us thou^t 
this nearing would last as long as it did. Perhaps it is an indication 
of the gravi^ of the situation facing the airhne industry tod^^. 

I would like to repeat again the admiration that I have for you 
and your airline. The success that you have enjoyed has been ex- 
tremely impressive. I showed a chart earlier as tA the amount of 
market share that American has acquired over the years and ac- 
cording to those figures you are now the largest airline in America, 
and the world. Is that correct? Where do you rank in the world, 
just out of curiosity? 

Mr. Chandall. I think we are the largest in the world with the 
possible exception of Aeroflot, Senator, and none of us are sure 
anymore just where Aeroflot is. 

Senator McCain. If they are your competition, you are doing 
pretty well. And so I do want to repeat the admiration and respect 
for the efficient way that you conduct your business which is a true 
American success story. 

I also would like to say that as to the actions that you rec- 
ommend that the Government can take to assure participation by 
all aspirfuits, I am also largely in agreement with zuid I think tiiat 
Chairman Ford is also. 

Foreign investment, aggressive in aviation negotiations with 
other countries, all those, I think are excellent recommendations 
and that should be pursued both legislatively and administratively. 

One of the areas that you talk about is compelling the FAA to 
eliminate the slot system now in place at JFK, Washington-Na- 
tional, LaGuardia and O'Hare. Slots were a temporary fix, et 
cetera. 

You also made a recommendation at one time, I wonder if you 
Btill agree with that slots should just be bought and sold in the 
open market. Is Uiat still your view? 

Mr. Crandall. Of course. Senator, if the slot system were elimi- 
nated, and then there would not be anything to buy and sell be- 
cause they would no longer be a shortage commodity. So long as 
they exist and are a shortage commodity, I believe that the market- 
place is the best way to allocate any shortage commodity. 

Senator McCain. So, buying and selling the slots, short of etimi- 
nation would be your recommendation? 

Mr. Crandalu That is what we do today, althou^ as I say, I 
feel very strongly that one of the very afBrmative things that Con- 
gress can do to incentivize us all to compete in every maricet is to 
simply get rid of the slot system. 

Senator McCain. How many slots do you have roughly in those 
four airports, Mr. Crandall? 

Mr. Crandall. Senator, I could not tell you, I can tell you where 
we rank. We are second on Chicago, United is first. We are second 
or third at LaGuardia, U.S. Air is first and I think Continental is 
second, but I am not sure of those numbers. 

Senator McCain. Hundreds of slots, would that be 

Mr. Crandall. Yes, because in Chicago for example there are — 
I think United has in round numbers, 850 slots and we have got 
round numbers, 700. 
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Senator McCain. I see. How much did those slots cost American 
Airlines, Mr. Crandall? 

Mr. Crandall. Well, the cost in recent years, we have been pay- 
ing some very fancy prices for slots. Of course, in the early years 
when slots were first created, there was simply a slot created for 
each then existing operation and therefore tney did not cost any- 
thing. 

As they have begun to change hands, many of us have very sub- 
stantial investments in slots. 

Senator McCain. But the estimates I have heard are that 80 or 
90 percent of those slots that American has they got for free. 

Mr. Crandall. No, I think that is too hi^. Senator. I think 
something on the order of 60 percent however would be ri|^t 

Senator McCain. I see, so basically what happened was that a 
Government-owned and Government-taxpayer built in most cases 
facility was given for free, at least SO percent of them, to American 
Airlines, which certainly was no fault of yours. You happened to be 
at the right place at the right time. 

Mr. Crandall. I would only throw in one comment, Senator, and 
that is that the airport in Chicago like most airports in the United 
States are not built by the Government, they are built by the air- 
lines and ultimately built by passengers because we service the 
bonds that are used to build those facilities. So, they are not really 
Government facilities. 

Senator McCain. Sure, and I would comment in response, you 
also aware, Mr. Crandall, that the facihties such as the FAA, the 
tower, the computers, the people that control the traffic, to the 
tunes of hundreds of millions of dollars, is taxpayer supplied? 

Mr. Crandalu That is correct. 

Senator McCain. You were quoted several years ago as saying 
that if you had to unload your CRS or the airline, you would un- 
load the airline and I know that you have denied making that 
statement. All of us are sorry from time to time, particularly us 
politicians. Remember Morris Udall's politician's prayer: "M^ the 
words we utter today be tender and sweet because tomorrow we 
may have to eat them." 

But I hope that you would respond to whether that is an 
accurate 

Mr. Crandall. I do not recall every having denied spring it, Sen- 
ator. [Laughter.] 

Mr. Crandall. I hope that all who hear it would understand 
that it is a statement obviously made to demonstrate, to have an 
effect as opposed to reality. The two businesses are very different 
sizewise, but the fact of the matter is that the airline industry fin- 
many years has been the least profitable mqjor business in the 
America, and the consequence is, had I had the ability to put my 
shareholders into a profitable business and withdraw from em un- 
profitable one, I would have done so and would do so today. 

Senator McCain. So, what you are saying to me is you said it 
for effect and you did not mean it or you said it for effect and 
meant it? 

Mr. Crandall. I said it for effect and meant it within the cmtezt 
of a oimparison between something very big find something veiy 
small. It IS an obvious impossibility. 
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Senator McCain. Thank you. And you do not believe that your 
CRS booking fees are unreasonable? I believe you said that in re- 
sponse to Chairman Ford. 

Mr. Crandall. They are less than fees charges in Europe. They 
are less than fees charged by comparable vendors of similar serv- 
ices. I simply see no basis for the assumption tiiat they are unrea- 
sonable. 

Senator McCain. Well, the basis that I have is Mie Department 
of Transportation who says that your booking fees are 2.3 times the 
avera^ cost of providing the service and that they are unreason- 
able. They and the Department of Justice also concluded — as you 
know when you had a proposal, I use the proposal, for sharing of 
your system — that they felt that would be veiy unfair to the com- 
petition. 

Mr. C&AI4DALL. No, I do not know that, Senator. What I know is 
that at the time the Department of Transportation was perfectly 
willing to accept the merger between Datus II which was the Delta 
system and Sabre. 

The Justice Department never did specify why it objected. It said 
only, "we do not want to have anymore airline mergers." Thinking 
at the time and as I think the chairman does and as I do, that 
there were too many airline mergers in the 1980*8, 

The fact remains is, the Justice Department has never provided 
exphdt data as to why it objected to that merger and I find it as- 
tounding that immediately aner that effort which was reallv our ef- 
fort to respond to critics, you and others that said we should divest 
ourselves, we tried to create an industry utility. The Justice De- 
partment would not let us do it Th^ immediately turned around 
and allowed Delta, Northwest, and TWA to form a three-way part- 
nership to create a CRS system. 

So, you got three airlines in one system as opposed to tiie indus- 
try utility we were trying to create. So, the fact of the matter is, 
I do not Know to this dav why the Justice Department did not per- 
mit that. I think it would have been procompetitive and I tiiinlc it 
would have been a nifty way to create the industry utility CRS sys- 
tem which so many people seem to want. 

Senator McCain. I would be glad to get the Department of Jus- 
tice's comments on that, but the fact is that there is a significant 
difference between your proposal and that of the other airlines. 

In your testimony you commit American to eliminating all forma 
of bias by April 1, 1993, 

Mr. Crandall. All forms of difference. Senator, that is right. We 
do not think there is any bias there today, but we propose to make 
tiie system absolutely the same in every respect, assuming of 
course that every other airline wants that to happen. 

A small story may be illustrative. We recently offered the other 
airlines in the industry the ability to print their own frequent flyer 
numbers on boarding passes issued on their behalf by Saore, inter- 
estingly, America West turned us down. 

Senator McCain. This legislation that I have proposed and which 
is basically the proposed ™lemaking of the Department of Trans- 
portation is endorsed by the Consumer Federation of America, the 
Aviation Consumer Action Project, the American Society of Travel 
Agents, previous witness, and the Association of Retail Travel 
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Agents. In effect the people who use and distribute your services 
believe that reform is needed. 

Tell me how they are misguided, Mr, Crandall. 

Mr. Crandall. 1 think they are misguided in this respect, Sen- 
ator: What is proposed in the le^slation is not arbitration. It is in 
effect the regulation of booking fees. We are not talking about re- 
solving a dispute. We are tallung about allowing a third party to 
establish the price at which a vendor, American, will sell selected 
services to its customers. 

We do not impose that kind of pricing regime on any other com- 
pany in America. Automobile companies sell their products for 
whatever they choose to sell them for, steel companies, department 
stores, manufacturers of every ilk. In effect, that provision says 
that American cannot set the price of its product, that some third 
party who has no interest and certainly no capital investment is 
going to be allowed to set the price of a product we sell. 

That is not arbitration, that is fixed rate, legislated pricing. 

Senator McCain. Obviously we have very different interpreta- 
tions of what the legislation says because I would not support it as 
you describe it and I will try perhaps explain it to you in a more 
succinct or articulate fashion. 

No one likes to make predicticms, clearly in this climate in which 
we exist today, not economic but political. But your airline does 
have future plans which are dictated by the state of the industry — 
and if you cnoose not to respond, I would certainly understand — 
but I would ask for vour prediction. Recognizing that we do not like 
to — ^Yoei Berra said we do not like to do that especially when we 
are talking about the future — but we want to try to get your view 
as to what the state of the airline industry will be 6 months or 1 
or 2 years from now as far as tiie size of^the domestic American 
airline industry is concerned. 

Mr. Crandall. Are we talking about— as I said, in the first 
place, as I said in my testimony, neither I nor anybody can make 
that prediction with an^ accuracy and as you said and as one <rf' 
our great homespun philosophers said, never made predictions es- 
pecially about the future. So, I will therefore have to- — 

Senator McCain. I thought I just said that. 

Mr. Crandall. I would have to tell you, I do not know the an- 
swer. The economics of the business operate as I tried to set them 
out in both my oral and written testimony, I do not think we can 
have hundreds of airlines and I do not think we will have hundreds 
of airlines if we let the marketplace run its course. 

Whether we will have four or five or eight I simplv cannot tell 
you, but so long as you have an industry of many individual com- 
petitors who make individual pricing decisions, who are driven to 
sell any empty seat at the marginal cash cost and so long as every 
carrier perceives that it has to match every other carrier pricewise, 
I think you are going to evolve down toward some fewer number 
of carriers. What that number may be, I simply do not know. 

Senator McCain. When you say they are driven by one carrier 
was that your explanation for AmericEm's action after Northwest? 

Mr. Crandall. Exactly right. I said this is, the economics of the 
business are the way the economics of the business are. Consumers 
are extraordinarily price sensitive. They will move to the lowest 
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fare. Thus, the industry always moves toward matching the lowest 
fare, whoever files it. 

The chairman was makii^ a point with respect to Eastern. I 
made the point that 18 months, 2 years ago America West went out 
and had a SO-percent-off sale. There are sales and sales and more 
sales and the industry moves toward matching the lowest price 
whatever that lowestprice that is filed m^ be. 

Senator McCain. Thank you very much, Mr. Crandall. 

Thank you, Mr. Chairman. 

Senator Ford. Mr. Crandall, there may be a couple of questions 
for the record and they will be submitted to you in writing. 

We hope vou will respond in a timely manner and this hearing 
is adjoumeo. 

[whereupon, at 1:15 p.m. the subcommittee was adjourned.] 
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APPENDIX 



Prepared Statement op Senator Gorton 

Ead) of UB here today has ezpresaed ooncem at one time or another over the state 

□f the airline industry. 1 am interested in the perspectives of the many witnesses 

here today on the suligect of general airline competition because of its direct impact 

upon the consumer. 

I believe the Subcommittee has taken an important step in addressing the con- 
cerns of the airline industiy in conducting a hearing on S. 2312, the Airline Com- 
pHition Enhancement Act of 1992. I hope that the resulte of the hearing will give 
the members of the Subcommittee additional insist into dealing with the important 
iaauea which confront the airline indnstry. 

Prepared Statement of Senator Mikulski 

Mr. Chairman, I am opposed to S. 2312. In particular, I oppose the provision 
which would allow certain air carriers to bypass the rules limiting flints out of 
High Density Airports by using conunuter slots as air carrier slots. 

As a Senator from Maryland, I represent an area whidi is alreodv sufTering from 
severe noise problems because of the large number of flints from Washington Na- 
tional Airport. 

The High Density Rule was put into place for airports like National which are 
located in heavily populated areas. It has two purposes: to try to limit aircraft noise 
and to ensure safety. It is against the public interest to loosen this rule, solely for 
the private interests of a few small air carriers. 

I strongly hope you will not adop' 
tunity to submit this testimony tode 

Prepared Statement of Congressman Moran 

Mr. Chairman and Members of the subcommittee, thank ^ou for allowing me the 
opportunity to provide testimony regarding an issue th^ is of the utmost impor- 
tance to thouHands of residents of Northern Virginia — the operation of Washington 
National Airport. 

Our region does not object to the intent of this legislation, the Airline Competition 
Enhancement Act of 1992. which is to make air travel more competitive and more 
affordable. With the corporate attrition that has occurred in the airline industry 
over the past ten vears, we should do all we can to maintain competition in an in- 
creasingly monopolistic industiy. I am concerned, however, with including Washing- 
ton National Aii^rt in this legislation. 

Currently, while National Ajrport is operating at a maximum safe capacity, the 
hundreds of arrivals and departures that utilize the facility daily have a sigmdcant 
impact on the surrounding area — whether it be the incessant noise, impact on local 
transportation resources, or the endless concern with safety. 

The re^on regards any action by Congress or the Administration to eliminate the 
current bmits on air-carrier operations at Washington National Airport as a serious 
breach of good faith with the metropolitan area local governments that supported 
the Metropolitan Washington Airports Act of 1986. Local jurisdiction's endorsement 
of that le^slation was based on assurances written into tne Act that the newly ere- 
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ated Metropolitan Washington Airports Authority (MWAA) was prohibited from il 
creasing the number of air-carrier instrument flight rule takeoffs and landings be- 
yond the limits estabUshed by the FAA's Hi^ Density Rule. As the former Mayor 
of Alexandria, I can assure you that my cit/s endorsement of this legislation was 
baaed on the allowance of no more than 37 sdieduled air carrier operations per 
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Mr. Chairman, as you are aware, WashingtoD National is in the midst of a (1.6 
billion capital improvement program which was based on the operational param- 
eters written into the Metropolitan Washington Airports Act of 1986. These facility 
improvements at Washington National are not designed to handle demands gen- 
erated by scheduled air-carrier fli^t operations exceeding 37 per hour — which this 
legislation might possibly allow, while, again, I commend you and the aubcommittee 
for addressing the issue of airline competition, I urge you to delete National Airport 
from any subsequent legislation. 

Thank you for the opportunity to provide this testimony. 

Prepared Statement of Conorbssman Wolf 

Hunk you for the opportunity to submit for the bearing record the attached letter 
to Transportation Secretaiy Andrew H. Card from the Washington area congres- 
sional deletion concerning the issue of increasing air carrier operationa at Waah- 
ington National Airport. 

Aa ezpreased in our letter, we strongly oppose any increase in such operations, 
including the prnwsed use of oonunutw slots for air carrier operatbns as outlined 
in S. 2312. 

Any increase in air carrier operationa at National would have the following nega- 
tive effects: 

(1) Exacerbate the problem of noise for airport nei^bora of this urban landlocked 
facility^ 

(2) Represent a breach of faith to all who participated in the negotiations six 
years ago transferring National and Waihington Dulles International airports to a 
regional airports authority. 

(3) Jeopardize the master plan and terminal design for National's ongoing capital 
pronam which is centered on the continuation of limited aircraft activi^. 

(4) Jeopardize nonstop air service to smaller communities only s^ved by Na- 
tional, if such service were displiu^ by air carrier service to mi^or markets. 



April 30, 1992. 

The Honorable ANDREW H. CARD, JR., 
Department of Traitsportation, 
Washington, DC 2<&90 

Dear Mr. Card: Since the Federal Aviation Administration (FAA) is in the final 
months of a rulemaking concerning capacity at hi^ densi^ controlled airports, we 
are writing to reiterate our adamant opposition to any increase in air cairier oper- 
ations at Washington National Airport. 

Last year, we objected to language which sj^peared in the September 13, 1991, 
issue of the Federal Register concerning the existence of additional capacity at Na- 
tional. This reference was included in a discussion accompanying ttie FAA's pro- 
posed amendmenta to Uie Aviatbn Safetv and Capacity Expansion Act of 1990. Id 
that discussion, the FAA indicated that there were formidable obstacles to capad^ 
expansion at Kenne^, La Guardia and OUaie airports due to airwaee, runway 
configuration and noise sensitivities of surrounding communities. With regard to 
National, the FAA concluded, however, that "substantial capacity exists to add air 
carrier operations • • •" 

Even though the FAA added the disclaimer that such an increase in air carrier 
operations at National is a^nst the law, this discussion in the Federal Register 
prompted a news report claiming that FAA was recommending an increase in the 



a recommendation. 

However, the FAA'a statement that 'Substantial capacity" exists at National con- 
tinues to cause a great deal of public anxiety, particularly among the citizens living 
near National Airport. E^qually disturbing is the recent testimony of the FAA before 
the House transportation appropriations subcommittee in response to questions. At 
that hearing on April 7, the FAA's legal counsel representing acting administrator 
Barry Hams decUned to take a stand against an increase in slots at National, and 
stated, "Our mind is not made up because we are in the {jrocess of a current rule- 
making consistent with a congressional mandate to be looking at all available alter- 
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natives to increase Dew entrants at hi^ density cxnitroUed airportB, National being 
one of them." 

Residents of nei^boring communities around National Airport have protested 
Utat the noise levelis ah«ady too hudi, exaceibated by overfliidits from Washington 
Dulles intemationBl and Baltimore Washington International (BWI) airports as well 
as Andrews Air Force Base. They also believe that an increase in flints would de- 



e there is no additional capacity and are supported by the Metropolitan Wash- 
ington Airports Authority and state and local elected oOicMla. 

It is also important to recall that the lli^t limitations at National are part of 
llie very deUcate ne^tiationa conducted five years ago whidi resulted in the trans- 
fer of National and Lhilles airporta-from the PAA to a regional airports authority. 
To increase air carrier operations at National now would be a breadi of faith to all 
parties who agreed to the balance that waa fmally achieved. 

While we understand you are currently involved in developing the final rule, we 
urge ypu to reconHlder the FAA's current stance of neutrality in the question of 
flinit limitations at National and indeed recommend a^inst any increase in the so- 
called slots at this airport. We understand that your mission is to increase competi- 
tion at airports for the good of the nation's travelers, but this must not be done at 
the cost of the safety and health of National Airport's nei^bors. 
Tliaok you for your consideration and we look forward to your response. 
Prank R. Wou, 

Member i^ Congress. 
Constance A. RiMrella, 

Member tif Congress. 
JamE3 p. Moran, 
Member ofCongrtss. 

ElfANOR HOLHBS-NORTON, 

Member t^ Congress. 

Prbparbd Statement of the Metropolitan WAsmNtrron Airports AirrHomrY 

The Metropolitan Washington Airports Authority (Airports Authority) respectfully 
offers for the record its views on S. 2312 The Airlme Competition Enhancement Act 
of 1992" to enhance competition at. and tiie provision of essential air service with 
respect to hi^ density airports, ana for other purposes. 

S. 2312 proposes to amend the Federal Aviation Act of 1968 with respect to; 1) 
Measures to increase competition among commernal air carriers at m^jor airports; 
2) the selection of air carriers to provide small community air service at hi^ den- 
si^ airports; 3) the transfer of slots at high density airports; and 4) operational re- 
strictions on airline computer reservation systems. 

The portion of the Airline Competition Enhancement Art of 1992 that is of most 
concern to the Airports Authority is Section 420 — Use of Commuter and Air Carrier 
Slots by New Entrants at High Densit>; Airports. This section would amend the Fed- 
eral Aviation Act of 1968 to allow an air carrier having less than 12 air carrier slots 
to cany out air carrier operations at a hi^ density airport to also use commuter 
slots as air carrier slots. This legislation provides that an air carrier using com- 
muter Blots as air carrier slots at a high density airport may not use, in the aggre- 
gate, more than 12 alotH in a twentv-four hour period. 

The Aliports Authoritv opposes this approach. We believe that air carriers seeking 
to enter the market at Washington National Airport or to increase their operations 
at Wadiington National Airport have legitimate and ample opportunities to acquire 
slots via the buy/sell mechaoism in the current Federal Aviation Administration 
rules. A recent example is the transfer of slots at National between Northwest and 
USAir. We do not believe that these rules need to be dianged except to pat mora 
stringent use or lose requiremeots on slot holders. We encourage the Congress to 
let the current review by the Federal Aviation Administration of Uie High Density 
Rule address this issue through means such as the application of more stringent re- 
quirements for slot use and for the withdrawal of slots from air carriers that fail 
to meet the slot use requirements. 

Since 1966 there have been limitations on scheduled aircraft activity at Washing- 
ton National Airport. Currently, with the agreement of Congress, the Federal Avia- 
tion Administration, the Commonwealth ofVirginia. the Distrirt of Columbia and 
the concern of individual jurisdictions surrounding Wa^ngton National Airport, air 
carrier schedules are restricted to 37 per hour at Washington National Airport This 
restriction is also embodied in the Metropolitan Washii^n Airports Act of 1986 
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increasing UW total number of alata available at hi^ density airports it w 

for nn increase in tlte number of air carrier operations at hi^ oenai^ airports. To 
amend the Act to allow for an increase in air carrier operations would nave a signifi- 
cant and deMmental impact on operations, the enviromnent and commuter air serv- 
ice at Washington National Airport. 

The Airports Authority is currently in tiw process of rehabilitating the facilities 
at Washington National Airport. A significant increase in the number of air carrier 
operations, which were not accounted Tor in our planning, would adversely aSect our 
redevelopment efforts. Extensive Master Plans have been developed and a terminal 
design has been selected. Underlying all this are the necessary assumptions that 
aircraft activity at Washington National Airport would remain bmited as agreed by 
Congress and as fostered by the compromise in the Metropolitan Washington Air- 
ports Act of 1986. This le^lation would make it likelv that even the planned im- 
provements would be insumcient to adequately meet tne demands for airfield, ter- 
minal, parUng and roadway facilities. Consequently, even after the rehabilitation 
project air carrier, general aviation users and commuter air carriers would be oper- 
ating in a congested environment as the demands of increased numbers of larger 
aircraft are met. Tliis could result in deliq's to passenger more frequently encoun- 
tered at other airports but, to date, not encountered at National. 

lliere will also be an environmental impact from tiiis leaslation. An inCTease in 



commetcial air carriers will only exacerbate tiie problem of uose exposed to aircraft 
__!__ ™»._ — !_...__ wi..i_ .i._._i jj^ adopted as a noise rule, has had a veiv rt "' 
t noise exposure resulting from operations at Wae 






inffton National Airport. 

Air service between Washington, DC and many important, but smaller, commu- 
nities is likely to be aflected m this legislation. The majority of commuter destina- 
tions served ny conmmter airUnes operating out of Washingbin National Airport 
have no other available non-stop air service Ut Washington, DC. There are currently 
a total of 27 non-stop destinations served by Washington National Airport commutm' 
airiises. DestinationB served include Bridgeport, Connecticut; White Plains, New- 
burgh and Elmira, New Yorii' Trenton, New Jersey; Norfolk, Richmond and Roa- 
noke, Virginia: Allentown and Harrisburg, Penntvlvania; Salisbury, Maryland; Jack- 
sonville and Greensboro, North Carolina; Clarksburg and Mor^antown, West Vir- 
ginia; and Lexington, Kentucky. To take away air service to destmations only served 
non-stop out of Washington National Airport by commuter airlines to provide for ad- 
ditional commercial air carrier slots to larger markets may have an adverse impact 
on air service to the Nation's Capital for many smaller communities. This is espe- 
cially inappropriate when there appesrs to be an adequate number of air earner 
slots availaole to respond to the demand of air travelera. 

In cloaing, we encourage the Congress to allow the Federal Aviation Administra- 
tion to address the concerns of the industry regarding available slots for commerdal 
air carriers at hi^ density airports thniu^ the review of the Hirii Density Rule 
that is currently underwav. We ask the Senate to recognize that ute Hirii Densitv 
Rule is veiy significant to Washington National Airport and its environs. The : 
'■ ' ' ' . . ■ ■ T , . significant airport, i ' 

We urge that the .-„ 

g for large aircralt operations 



Chairman Ford and Members of the Subcommittee, Covia Partnership appreciates 
the opportunity to provide testimony concerning the provisions of S. 2312 involving 
airiine computer reservations systems ("CRS"^, as modified by Amendment No. 1867 
submitted by the sponsors on June 4, 1992.^ 

COVU PABTNERSHIP 

Covin Partnership owns and operates the Apollo CBS. The Apollo system was for- 
merly owned by United Air Lines, but in 1988 United sold interests in Covia to a 
numoer of other carriers. At this time there are seven Covia partners. A United sub- 
sidiary owns half of the partnership interests; the other puiners are subsidiaries 
of USAir, British Airways, Swissair, KIM, Alitalia, and Air Canada. 

n bdiairofthe individaa] Covia 
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The Apolb CRS is not 

gest. Covin is operated a ,,— 

pany to earn profits on a staDd-alone basisi Covia receives no subeioies from any 
of its airline owners. Covia has its own oflicera and employees, who operate tM 
Apollo aystem on a dav-to-day basis. A targe number of Covia employeea do not have 
an airline backgrouno. Moreover, Covia's otvners have deliberately sou^t leader- 
■hip from outaioe tfae airlines. For example, Covia's President and Chief Executive 
Ofocer, Allan Loren, was fonnerly the head of United States operations for Apple 
Cominiter. 



puter-to-computer link technobsy. Covia is, and has been since the intimiuction of 
Apollo into travel agencies, further improving Apollo functionally for travel agen- 
cies and travel venaors. This has been a continuous effort driven by marketplace 
demands and Covia's desire to offer the best CRS product in the world. It has also 
been an expensive effort — investment in Apollo totaJa over tl.3 billion. 

Covia has been in tiie forefront of CRS tachnolon on a global baaia. Covia pro- 
vides tMfanology lor Galileo, a European CRS baaed in Swindon, England, ana for 
the Gemini ^atem in Canada. Covia alio mai^ets Apollo in Japan and other parta 
of the Far East 

Covia ia now in the process of taking CRS globalization one step filrtber. Sinn 
1S88 there has been close to a 90 percent overlap in the o wu er rf itp of Covia and 
the GaUleo CRS in Europe. On March 6, 1992, the owners of Covia and Galileo an- 
nounced their execution of a letter of intent to merge the two companies. United 
Air Lines' ownership in the merged company will drop to 38 percent. Tie Galileo- 



Covia merger representa a definiUve response to a growing marketplace dcnnand for 

" ) development of global CRSa. The merger also represents a logical atep forward 

extending the current relationship between the two companies, which has in- 



Hm puah to impose broad and burdensome regulation oi 

oualy miaguided. The proposed legislation rests oi_ „ . ^.^ 

unsupportwle assumptions about the role of the CRS business in relation to airline 



pert the product of pressures from dissatisfied competitors seeing economic and 
mariceting advanta^ and from those who prefer to avoid paying a fair price for 
hidily valuable aemcea. 

Uovia has been working diligently to get the facta to Congress. Covia encourages 
the Subcommittee membera and staff to read this statement carefblly. Covia would 



is neither necessary or appropriate. 
A. Airline Competition 

While the stated purpose of S. 2312 is to increase airline competition, the CDS 

fiiDviaiona of the bill will have no such effect. CRS vendors are nirt to blame for the 
inancial woes of domestic airlines. CRS is not responsible for the faihirea and bank- 
ruptcies of specific carriers, the increasea in fuel and airiine labor coats, miamanage- 
ment, costly acquisitions of unorofltable equipment and routes, or the mergers and 
acquisitions that have reduceo the number of domestic airlines. While some have 
tried to use CRSs as whipping boys for all of the airline industry's woes, the facts 
simply do not bear this out. 

To the contrary, CRS is one of the most procompetitive developments in the his- 
toiy of the airiine business. CRS fosters mcreased airline coametition, not con- 
centration. CSS is the reason new airiine entrants can immediately get ^eir prod- 
ucts in front of the people who sell them, without any up-front costs. Deraflulation, 
with tiie entry of so many new carriers, could never have taken off so quicUy with- 
out CRS. Moreover, CRS promotes and facilitates a earner's ability to povide a 
prompt competitive response to the fare and schedule changes of its competitors. 

"nierie are many beneficiariea of CRS services. CRS baa given airlines the most 
comprehensive, flexible and cost-effective distribution capabui^ of any busioesa in 
the world. Airiines and other travel vendors receive enonnous value In exchange for 
relatively modest CRS fees. CRS has also dramatical increased the efficiency and 
lowered the operating coats of travel agents. Finally, CRS has brou^t great benefits 
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to consumers. CRS ensures that travelers will have access to the lowest fares and 
the most oonvenient flints available. 
B. CRS Competition 

There can be no question that the CRS buaineas itself is intensely competitive. 
The claim by some critics that CRS is a monopoly msr^et is completely 
unsupportable. First, the pace of technological innovation in the CRS business has 
been rapid and susUined. In its 198B CRS study (p. 28), and again in its 1990 Task 
Force Report (pp. 9S-98), the Department of Transpoitation recognized that CRS 
vendors compete vigorously to enhance their Bystems. That continues to be the case 

Second, there is very atrong competition among the four U.S. vendors' for travel 
agent subscribers. The DOT recognized in its 1988 CRS Study (pp. 33-34) that CRS 
vendors were engaged in a "conversion war" and that, as a result, travel agents 
were able to negotiate hi^ly favorable contracta. Apollo agents frequently receive 
buyout offers from other venoors. Covia often responds by lowering the agent's lease 
fee and offering additional financial incentives for the agent to stay with Apollo. As 
a result, diacounta on travel agent lease fees have increased very aigniflcantly and 
continue to deepen. The eystemwide average discount on Apollo lease fees is now 
over 80 percent, compared with 66 percent in the fall of 1989. Since 1989 Covia's 
annual revenue ihtm travel agents has dropped from approximately $120 million to 
an expected 1992 level of approximately (8 miUion. We helieve auch fees will go neg- 
ative in 1993 (i.e., on a systematic basis CRS vendors will be forced by the oomp^i- 
tive marketplace to pay travel agents to use their systems). 

Finally, from late 1^ to mid-1990 the basic Apolb booking fee did not increase, 
not even to account for inflaticm. The fee actually decreased by about 20 percent in 
real terms during this period of more than five yeara. 

These are not the diaracteristics of a monopolized market, bi a monopolized mar- 
ket, at a minimum one vrould expect to see travel agents paying increasingly hi^ier 
above-maricet rates for CRS services each year, frequent large increases in almve- 
maiket-rate booking fees charged to airlines, and very little or no investment in new 
features or enhancements. The facts demonattate that, contrary tJ) the liietoric, tlw 
CRS Inisiness is driven by v^rous competition. 

THE PROPOSED I£GI3LATI0N 

S. 2312 would (a) prohibit CRSa from roaintaining any differences in functionality 
for host carriers and non-host carriers within two years, (b) require CRS vendors 
to permit installation of third-party hardware and software and to permit access to 
ol^Mr data bases C^ulti-access^, (c) prohibit certain subacriber amtract provisioDS. 
and (d) establish an arbitration procedure to determine the appropriate level of CRS 
booking fees, None of these measures is neceasary, and the premises on whjdi diey 

are based are singly wrong. Moreover, most of the pi " ' >- - 1 '- — - 

of air transportation, for travel agents, and for C!RS U 
A. 'Equal Fun^ionalify'' and 'Multi-Aeeet^ 

1. The Premise: The Myth of "ArckileeturalBia^ 

The "equal fiinctionality" and 'multi-access" requirements of S. 2312 are grounded 
on the mistaken and unsupportable assumption that CRSs provide incomplete or in- 
ferior fiinctionality fbr airiines that are not "hosted" in the system and that this re- 
sults in travel agents being influenced to put their cuatomera on airlines th«y would 
not otherwise have selected. This so-called 'architectural bias' is a myth, whidi can- 
not be substantiated by any of ita proponenta.' 

Current Department of Transpcntation rules jirohibit cairier-specifie display 
screen bias, and no one seriously argues that sudi bias exists in today's CRSs. How- 
ever, some critics (in particular, the smaller CRS vendors) have claimed that 'ardii- 
tectural bias" represents a justification for requiring "^ual fiinctionality.' 

There is no "ardiitectural bias" in Apolk>. The process of booking a lli^t on a par- 
ticipating carrier is the same as that of booking a fli^t on United. No additional 
kejntrokes are neede<L and the response in each case is virtually instaotaoeous. 
Apollo started out as the internal reservation system of United Air lines. However, 
over the years millions of dollars have been spent on improvina Apollo capabilities 
for carriers other than United. This includes provision of boarmng passes, seat as- 



■In additiiin to Apdlo and SABRE, the U.S. vendon include Woridspan (mrned by Delta Ai^ 
lines. NoTthweat Airiines, and TWA) and Syatem One (owned by Continental Airtinei). 

'At ■ denuiubmCion Bessitai held for the House Aviation Subcomnutlee on March 10 of this 
year, the 'ardulectural bias' pnipaiienU were eiven an opportuni^ to come fbrward with exam- 
ples. No examplea oT'archilecWal bnaa" in Apollo were gAered. 
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Bignments, and fare quote capability, improvementa in message handling, and ex- 
pansion of storsge capajdty for fare information, connect points, claBses of service, 
and many otiier categories of information. Apollo would have failed in the CRS mar- 
ketplace if Covia had ignored travel a^ncy demands for a fiilly functional aystem 
tiiat provides for easy and reliable bookings on any participating aiiiine. 

For this very reason, Covia was a pioneer in the development of computer-to-coiD- 

C.ter links with the internal reservation systems of otlter carriers, an eSbrt that 
nn in 1983 with a link between Apollo and Delta Airlines. IUb feature, known 
as Inside link, functions as a direct pipeline from Apollo agents to the ^rticipating 
earlier; it enables the agent to make a booking direi^ly in we carrier'a internal sys- 
tem and to get any seat or fare that is available there. There are now more than 



100 carriers (including most of the major camera) whose internal inventories are 
available through Inside Link. Inside Link is eoBv to use and highly reliable. An 
agent using the Apollo basic display can make an hiside link booking, communicat- 
ing directly with the carrier's internal system, without aiiy e 
confinnation mesaa^ from the participating carrier comes bad 



Over the years, virtually all features of Apollo have been enhanced so that all par- 
ticipating carriers can have lunctionalitv that is equal to that of United. In recent 
vears, only a few meaningless features tnat have no effect on travel agency bookings 
nave conUnued to include a "^st default" (i.e., where the travel agent failed to 
enter s carrier code Apollo assumed that the aoent was requesting information on 
■ United flight). For example, Apollo's FLIFO feature <which allows a travel agent 

todwdlttie status of aflight on a Bame-d""^--'- ' -i---i-— <■ 1- "-. 

Qi^t has been delayed by oad weather) ii 
not possibly have affected booking choices; any agent using the FLIFO feature 
would be seeking information on a specific, previously ideniified flight." If sudi 
*^st defaults" had been at all sisriificant, they would have been removed in re- 
sponse to travel agent complaints. Despite the sbsence of such complaints, the inces- 
sant litany of those who all«^ "ardutectural bias" ultimately persuaded Covia to 
divert time and resources to eliminating the few meaningless defaults, and it has 
done so. 

In ^e real world, travel agents and air carriers have shown Uttle interest in the. 
supposed advantages of "^st bias." Dunns 1990 and 1991 Covia attempted to inter- 
est several carriers in being hosted in Apollo, but these contacts produced no hosting 
business for Covia. Apparently being hosted in Apollo is not such a great advantage 
as others have claimed. 

The allegations that CRSs generate huge incremental airline revenues for their 
owners as a result of "architectural bias* ere not consistent with reality. Covia does 
not base any of its business plans on a premise that any such revenues exist. In 
deciding whether it is worthwhile to automate an agency with Apollo, Covia consid- 
ers only CRS revenues, i.e.. booking fees and fees from travel agents. As noted 
above, no Covia owner subsidizes Covia's operations in recognition of any such incre- 
mental rr 



In this connection, the Subcommittee should consider the reality of Covia's situa- 
tion. Covis has six airline owners in addition to United, all of whicti purchased their 
interests with the expectation that they would earn a return. None of these owners 
would stand by while Apollo was mampulated to produce incremental revenues for 
United. The point applies with even greater force to the merged Galileo-Covia com- 
puy, whidi will have nearly double Ihe number of owners. 

The data that have previously been offered in support of the theory do not prove 
the existence of any incremental airiine revenues attributable to CRS. Indeed, fig- 
ures offered by a System One official in testimony before the House Aviation Sub- 
committee last vear showed that travel agents using System One (a CRS with no 
host since the demise of Eastern Airlines and thus, presumably, no "architectural 
bias") booked a disproportionately high share of their customers on Continental Air- 



haps something as simple as the common sense proposition that travel agents tl 



in Iruide Link, Northweal and Woridspan tepreaentatives can (and do) tout Wnrid 

only CRS with Uat aeat availHbility on NortliweeL Given Northwesl'i refusal eve. 

nuictioaality already availnble today, it is indeed ironic that it has been perhaps the most vocal 
advocate of "dehostinE." 

*It is clear from the demonstratjon session held for the House Aviation Subcommittee eariier 
this year that it is only briviaoflhis aort thatonderiies the claims ofanhitactural bias." 
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already have a Btrong relationahip with a carrier tend to choose fht CBS marketed 
by that cairier'a sales force.* 

Covia urges the Subcommittee and its staff to viMt Covia's computer center in 
Denver and learn more about Apollo. Indeed, vra would be happy to meet with the 
SubcoDimittee and its stafT at any time in any location. We would like to dem- 
onstrate to the Subcommittee the superior functionslity the Apollo system offers for 
all participating carriers. We believe that once the Subcommittee sees Apollo in op- 
erauon it will conclude, as we do, that "architectural bias' is a myth. 
2. The Propoeed 'Equal Funetumality" RequirtmenI 

Because the Apollo system currently pivvidea host and non-host carriers with 
equal functionali^, Covia does not object in principle to the proposed equal 
fuiictionality requirement. It seems clear, however, that such a requirement is un- 
necessary and would theT^ore intpow needless administrative burdens on vendors 
and the Department of Transportation. At a micdmum, the proposed legislation 
would require vendors and the Department to enonge in unnecessary record-keemng 
and reporting exercises. Moreover, as a practicaT matter, the Department would be 
required to mediate disputes about which technologicfil alternatives are more effec- 



3. Tht Propoaed "Multi-Aectaa" Requirement 

Covia applauds the sponsors' decision to drop the 'dehostioe* requirement from 
S. 2312.'' Covia had previously estimated that "^ehostin^ Apollo would cost tens of 
millions of dollars, without improving functinnati^. Most of this cost would have to 
be passed on to travel agents, airiines, uid ultimately consumers of air transpor- 
tation, la its March 1992 report, the General Accounting Ofdoe concluded that data 
on the functional effect of "dehosting" and Qie cost of such an undertaking vrere in- 
conclusive, making it impossiUe for the GAO to determine "Srhether the competitive 
advsntages of dehosting sre commensurate with its eosta."" 

At the same time they drop the "dehosting" requirement, however, the sponaors 
of S. 2312 have added a provision that apparently is intended to impose a "multi- 
access" retniirement (i«., a requirement that vendors ^nnit travel agents to access 
any CRS tJirou^ their terminals). The costs and detriments of such a proposal far 
outwei^ any possible benefits. 

Prior experience suggests that there will be little demand for multi-access sys- 
tem% particularly since agents have access to features such as Covia's Inside Link, 
which permits the agent bi book directly in the system of any carrier tiiat elects 
to participate. Beporto in the trade press suggest that most asents will not be inter- 
ested in multi-access, partjculsrly if it entailsadditional costs? 

Multi-access capabiuty is certain to be moie costly and less convenient Ihan to- 
dajr's single-access systems. There are many different possible apnroacfaes, but even 
the most Basic multi-access system would recniire additional haraware, communica- 
tions lines, and software development. Even if only a few agents elected to have this 
capobiU^, CRS vendors would be required to spend substantial time and resources 
on development of the option. Hie additional expense would inevitably iDcrease bot- 
tom line costs for airlines, travel agents, and air transportation consumers. 

Tliere would be many problems to solve in order to implement "multi-access' — 
including the need for greater processing and storage capacity, choice of the type 
of "gateway" and switch equipment to be used, development of compatible control 
languages, allocation of customer service responsibili^, and choice between more ex- 
pensive dedicated lines and less convenient dial-up capability, to name only a few. 



. jQOently noted that the Department of Tnunportaliao has 
not gatbKad the aort of data that mi^t lie rdevant In inciHDBDtal revenue allegBtiaos, i.e., 
data on bonking pattena by individual trsvel agents. U.S. General Aecoonling Office, Conipatar 
Reservation Syitemi: Action Needed to Better Monita' the CRS Indtutiy and Etuninate CRS 
Biaaei, No. B-247612 (Mar. 1992) fVAO Report-), p. 16, 

''Covia hM Vng ngaided any "^hosliiig^ pniiKsal as essentially an ettart to provide a com- 
petitive advantage to Northwest Airtinea and it> CRS company, Worldapan, which Is engaged 
in boildinK a new CRS system. Requinog other vendor* lo engage in 'd^ostin^ over the next 
liiw years would divert the attention and resouTCCB of the tUKsr CRSi from manist-driven devd- 
opmenta during the Woridapen start-up period, therri>y giving Woridipsn "catch-up* time. 

■GAO Report, p. IB. 

*See RohuiBcn, 'Agenls Opposed lo New CRS Treedom' If Coals Increue, Snrvty Finds,' 
Travd Agent, Am-. IG, 1991, pp. 1, ^ Leiser, 'Agent Challei^es Transpmlalion DeuTtmant^ 
CRS Proposals,' Travel Agent, May 27, 1991. p. 2. MuHJ-acceaa ^teim »rv generally leM popu- 
lar with tnvd agents than ain^e-accoM syitema, because they are considered to be retaUvely 
ineanvenient. In Uie past, agenta have been quick lo nbandon mnlli arrnan aystema when more 
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The work oeeded to bring about an eOective multi-accesB eaviroameat (i.e., oae that 
vrould be almost as convenient as today's single access systems) would divert atten- 
tion frcHU those teduologKal devetopmeats for which there is a maiket demand. Ul- 
timately, the need for universal compatibility among CRSs could lead to a "^weat 
common denominator* technology. 

In the past the mariietplaceiiBB driven CRS veadora to engage in substantial 
tedmoloflical innovation, and that continues to be the case. The mBrketplece, if left 
to operaie freeljr, will continue to generate preaaure for additional enhancement of 
the systems. This free maiket dynamic — ratner than artificial imposition of "Multi- 
access" or some other tedmological agenda — is the best approach. 
B. Limitatiotu on Travel Agtnt Ckoiets 

1. The Premise: The Myth of 'Restrictive" Travel Agent Cmtracis 
Underlying most of the proposed limitations involving travel agents is the aa- 

■umption that certain provigions in travel agencv subscriber contrarta prevent agen- 
cies from switching systems. In the leal world, nowever, many agencies switch sys- 
tems. In June 1990 Travel Weekly reported that nearly 1 in 10 agents had switdied 
automation vendors in the preceding two years, despite all the practical problema 
aBscN:iBted with such a change (for example, the need to retrain stofO. 

Covia's contracts with travel a^nt suoscribere include several provisions, includ- 
ing five-year terms and modest minimum use requirements, that are designed to en- 
sure that an agent will use Apollo enou^ to generate a minimum level of booking 
fee revenue for Covia,* '° There is nothing odd about a CRS vendor wanting to moke 
sure that the system will be used so that the vendor receives a return from its in- 
vestment. Such provisions also benefit agents. Longer contract terms and assurance 
that an agent will actually use Apollo sHow Covia to offer the agent a lower price. 

Covia's contracts also include liquidated damages proviaions. These clauses ensure 
that Covia can recover at least a portion of the revenues it was likely to receive 
under the contract in the event a subscriber chooses to terminate i)rematurely. Use 
of liquidated damages provisions is a common practice in many industries. Such 
clauses serve important business purposes by avoiding the need for difficult and 
costlv damaKes calculations and by providing certainty to the parties in the event 
of a Breach." 

The Covia contract provisions have not prevented Apollo agents from usins mul- 
tiple systems. Measured on the basis of Airline Reporting Corporation (ARC) reve- 
nue, more than 20 percent of the A^llo subscriber base uses one or more other 
CKSs on an active basis at the same time. The Apollo provisions also do not prevent 
agents from switching systems. The CRS business is so competitive that other ven- 
dors continuously offer to buy out Apollo contracts, Covia must then respond by of- 
fering the agent additional financial incentives to stav wiUi Apollo. 

BoOi the DOTs Enforcement Office and the courts have examined Covia's contract 

Sravisions closely and have found no evidence that they prevent a travel agency 
Dm using a second CRS if it wishes to do so." The federal court of appeals in New 
York City also has observed that the Apollo liquidated damages provisions 'edge 
closer toward over-generousness" to the travel agency than uiey do towai^ 
u nreasonableness . *^ 

Moreover, the existence of a liquidated damages formula undoubtedly makes it 
easier for competitors to buy out an Apollo contract.'* The fact remains that a sub- 
stantial number of travel agencies do change CRSs, and many Apollo agencies use 
another CRS in addition to Apollo. 

2. The Proposed Limitations on Subscriber Contracts 

The proposed limitations on travel agent contract provisions are not in the best 
interests of either CRS vendors or travel agents. Since existing provisions do not 
diminish the ability of agents to use multiple systems and to switch mtems, there 
is no need for such legislation. Moreover, the proposed limitations would upset busi- 



^ Ccnns'B iTunirnum use pnivision is quite imdest Tt requires an agent to use Apollo ai 

ilf the rate of the agent's own level of Apollo usage during the first six months of the coi 

1. Under this finmula, it is the Invef agent, not Covia, that establishes the minimui 



level. 

"See. e.g.,Pnrbe£5oRi, Inc. v. UniUd SlaUi. 332 U.S. 407, 411 <1M7). 

"See. eg., Department <]f Transportation Order No. 9&ia2 (Jan. IT, IMOX n>- 17-18: lore 
'Apollo' Air Passenger Computer Reservation System (CRS), 7S0 F. Supp. 1061, 1066 (S.D.N.Y. 

" UniUd Air Lines, Inc. v. Auttin Traiitl Corp.. 867 F,2d 737. 740-41 (2d Cir. 1989). 
/ "The Department of Justice has recogniied that liquidated damages provisions ma^ have this 
p rocompelitive edtict. 1^6 Report of the Dewtment of Justice lo Congress on the Airline Com- 
puter Etsscrvalian System Industiy. pp. 26-27. 
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neM relatianahips that have vroiked efficiently and to the benefit of haih vendors 
and travel agenta. 

If contracts were limited to three yeuv (as the legiaUtion providea), vendor* could 
not count on brii^ able to spread the coats of inBtalUng the system over a longer 
period or on earning as much revenue from the aunt's use of the ayatem. In addi- 
tion, if a minimum use requirement oould not be mcluded, vendors could not count 
on receiving booking fees; an agent would be free to allow the vendor's equipment 
to remain idle. As a result of such limitations, fees charged to travel agents would 
almost certainly rise to compensate for the vendors' insDllity to ensure a reliable 
stream of booking fee revenue. The proposed prohibition on recovery of damages 
that compensate vendors for loss of booking fees due to a breach of contract would 
have a similar effect. 

Small travel agencies would be hurt the most by these mohibitiona, since vendors 
would face the greatest uncertainty with such agencies. Travel aoencies should at 
least have the freedom to diooae a longer contract term, a reaaonaLk minimum use 
commitment (sui^ as the ntodest requirement Covia currently uses), and a liq- 
uidated damages Prevision that Includes a component for lost booking fees as a way 
of obtaining slower CRS price. 

llie Subcommittee should be aware that sonte travel agents have opposed similar 
limitations on various aubscriber contract terms in comments fUed m connection 
with the Department of Transportation's CRS rulemaking. >" These agents have 
made clear that they wont the option to exchange contract terms for lower prkes. 
See also Abels, "Should the Feds Provide More or Less Regulation of tiie AirUne 
CRS SyBtems," Travel Trade News Edition, Apr. 13, 1992, p. I (reporting that travel 
agenta respondii^ to an opinion poll "voted overwhelmingly" against additionBl CRS 
regulation). In otfier words, many travel agents want competituin to prevail. 

It is also important to note that Covia nas paid millions of dollars in up&ont R- 
' - ' ;ply discounted lease fees 

^ __je agents would use Apollo 

nnder the existing contract terms. If Congress now permitted agents to walk away 
from these obligations, there womld be an enormous loss for Oivia and on enormous 
windfall for the agents. At the very least, all existing contracts must be grand- 
fathered. 

One other provision of S. 2312 would limit travel ^ent (and consumer) choices 
in an unacceptable way, by preventing travel agenta from serving their customers 
eSidently. lliis provision would prohibit CRSs finom providing agents with the capa- 
bili^ of creating a carrier preference display, even where a customer advises her 
travel a^nt that she wishes to fly on a particular carrier due to personal pref- 
erence, frequent f^r pnwram incentives, or other factors. Covia hoa provided travel 
agents with sudi a capability, and it has proved quite popular. The proposed legisla- 
tion allows an agent to inoaily displays m thia manner only where a customer haa 
submitted a written request in advance. Thia sort of intruuon into the ability of a 
travel agency to run its business in an efficient and customer-focused way Uiould 
be widely and vigorously apposed by the travel agency community. 
C. Booking Fee Arbitration 

1. The Premix: The Myth of Apollo ProfUabUity 

The proposal for arbitration of CRS booking fee increaaea ia grounded on the as- 
sumption that CRS vendors are earning extravagant profits bv diarging 
supracompetitive booking fees. These estimates of profitability are wildly exagger- 
ated, at least for Covia. 

Althou^ substantial profita would certainly not be out of line in a business like 
CRS, witti its rapidly changing technology and hi^ capital investment require- 
ments, Covia'a profits have been in the ran^ of, or Mwer than, profits of other com- 
panies in tiie data processing and communications fields. Moreover, Covia's operat- 
ing profits have been shrinking steadily in recent years. In 1989, for all its lines 
oftHisiness, Covia earned t90.7 million in pretax net income- this figure dropped 
to (32.4 million in 1990; and by 1991, pretax net income was $16.3 million. During 
the last 18 months, fmandal pressures have forced Covia to take the painful step 
of reducing its work foroe by over 20 percent. 



.-. , , n Hawr 'mvi. 

AeencicB (June 24, 1981), pp. 19-22; CommenU oTAmencan Automobile AMOciation, Inc. (June 
24, 1991), pp 4, 6-7 (oppastng the pmpoaed Erohibition on niininiam use ptoviuDni sod •npnt- 
ine a three-year term only for renewals). See alto Wallace, "DOT Roles: Flexibility at a Price 
lo Agents,' Tra*el Weekly, June 24, 1991, p. 26. 
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On the other hand, customers have received greater value for the money o 






Tilt Apollo Bvetem provides at least 60 percent more functtonality than it did 
9 age; in other words, the 8yet«m provides 60 percent more aervices for every 
made. Apollo oflers a wider range of customized information and services; 

—. -f TT -. - . - 

This enablea a^nta to provide a far hi^er level of service to customers today than 
is 1986. This m turn means that airlines and other travel vendors are receiving a 
much hi^er level of service from Apollo. Nevertheless, revenues from Apollo oper- 
atbna are shrinking in real temis. At the same time, our cogts ore rising steadily. 
In order to remain competitive, Covia must make massive capital investments — we 
made cash investmeDts in capital of over $106 million in 1990 and t75 million in 
1991. Moat of these capital expenditures related to hardware and software needed 
to keep Apollo technologically competitive. 

In view of Covin's oeclimng profitability and massive ongoing otpital require- 
ments, we obviously do not think the booking fees Covia charges are too hi^. Our 
current per transaction fees range from 20 cents to $1.30 depending on the type of 
trainsactuin, and there are many kinds of tranaactions (such as checking a fare) for 
whidi we do not charge a fee. In view of their value to airlines, we believe Apollo 
services are, if anirthing, substantially underpriced. 

lliose who allege that Apollo booking fees are too hirii often cite the conclusion 
of the DOT'S 1988 CRS study that, as of 1986, the booking fee for Apollo was 1.9 
timea the estimated average cost to provide the services. This study based its con- 
dusions on data that are now mure than 6 years old, and, among other things, it 
arbitrarily allocated CRS casts between airlines and travel agents in arriving at its 
conclusions. The conclusion about (he Apollo booking fee reached in the study does 
not even remotely resemble reality for Covia. The reuity is based on Covia's audited 
financial statements, not on outdated calculations from theoretical models based on 
arbitrary cost allocations. 

In general, CRS booking fees are likely to be artificially low because the airlines 
that own CRSs themselves pay these fees and therefore are less inclined to institute 
increases than tiiey otherwise mi^t be. Because of the trend toward diversification 
of CRS ownership, almost all CRS ownen now pay out more in booking fees than 
they receive. Indeed, the reason no new non-airline entrants have come into the 
CRS business is that they do not believe they can make a reasonable profit witti 
booking fees at today's artificially low levels. 

CRS fees also are a whopping bargain compared with booking fees in other bust- 
neaaes. Fees for even simple transactions such as Ticketron and Teleeharge are a 
far greats percentage of the average ticket cost than the CRS booking fee, despite 
the Tact that the CRS fee covers a far more compbcated transaction.^' 

CRS fees are clearly not responsible for hi^er airfares. In exchange for the fees 
they pay, participating airlines receive many valuable distribution services — services 
tJiey otherwise would be required to provide themselves. Moreover, booking fees 
typically represent less than one-half of one percent of the operating costs of an air- 
Ime. This last fact, perhaps more than any other, demonstrates that CRS booking 
fees could not possibly be the source of the financial woes of the domestic airline 
industry. 

2. The Proposed Arbitration Procedure 

Because booking fees are not at supracompetitive levels, there is no need for ft 
fee arbitration mechanisrrL Moreover, Covia agrees with Assistant Secretary Shane's 
comments before the House Aviation Subcommittee last year that arbitration proce- 
dures of the sort proposed here would be time consuming, costly, and ultimately un- 
workable. Particularly in view of the declining profitability Covia has experienced, 
arbitration would be a pointless exercise. 

Moreover, the proposal is bad pohcy. While it is described as arbitratioii, the proc- 
ess would essentiBlly be a ratemakin^ proceeding to establish utilitypricing. A rate 
regulation scheme also creates an incentive for CRSs to be inefficient. Such a 
scheme will permit CRS vendors with the hi^est costs to charge the highest prices. 

In addition, it does not make sense to single out for special treatment CRS fees, 
which constitute such a tiny percentage of airline costs. No one is proposing that 
other, far more significant, airline cost items— (iiel, equipment, meals, and so on — 

"Ticketron wul Teleticket duu^ booking leea at $3-00 for the sale of a concert or Uieatsr 
ticket whoae face value is luually urder £50.00. Average Ticketmaster chareea are around $2.60 
per ticket and may be ai high ■■ fS.EO br ■ 126.00 ticket Emahwiller, "Ticketmaater'i Domi- 
nanee Sparira Feus," Wall Street Journal, June 19, 1S91, pp. Bl, B3. 
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be subject to a cumberaome arbitration prooedure. Like other airline cost items, CRS 
fees should be detenniiiBd by the marketplace. 

Hie ariiitratioii medianiam outlined in S. 2312 would threaten Covia's very exiat- 
«nce aa a stand-alooe company. Under the proposal, aupposed incremental air trans- 
portatnn revenue will be treated as CRS revenue^ thereby decreasing tiie amount 
that CRSa will be allowed to collect in the form of booking fees. As explained above, 
however, Covia is an independent CRS compoi^, not an oiriine. The only CRS reve- 
nues Covia collects are booking tees from partidftating carriera and lease fees from 
travel agents (although the latter line of revenue is disappearing rapidly as a result 
of intense competition and may not exist next year). If hypothetical mcremental rev- 
enue llgurea vrere credited in an aibitration proceeding, it would be financially im- 
possible for Covia to operate as a stand-aJone CRS business. 
D. Ovenil B/fects of Ike Legislation 

Covia is particularly concerned that S. 2312 is likely to have a negative impact 
on tedinological innovation in the CRS business. If the legislation were enacted, 
CRS vendora mi^t be unable to assure themselves that they would earn sufTident 
revenues to permit them to maintain and enhance their systems. The propoaed pro- 
hibitions on contract terms would increase vendors' uncertainty regarding future 
revenues. And the intent of the arbitration proviaionB appeBrs to be to put subatan- 
tial downward presBuie on booking fees. In such an environment vendors would be 
hesitant to make the very significant investmentH in tedinological innovation that 
have been the lifeblood of this high tech business. In addition, any government-im- 
posed and monitored requirement of "multi -access* raises all of the dangers of tech- 
nology regulation. Here there is a real threat that CRS vendors will be pushed into 
a lowest common denominator level of technology and that future development will 
be frozen at that level. 

Ultimately, the proposed legislation is likely to have a particularlyperverse effect. 
Covia operatea now as a stuidalone buainesa, supported hy the CRS revenues it 
generates and independent of subsidies from its aiiline owners. To the extent the 
proposals deprive CRSs of the revenues Uwy need to maintain state-of-the-art sys- 
tem^ Covia and other CRSs will be unable to survive as independent entitiea and 
will be driven bade into the arms of the ajrline»— just the opposite of what we un- 
derstood to be the sponsors' objectives. 

Finally, the proposed legislation is virtually certain to raise costs for airlines, 
travel agents, and air transportation consumers, llie sponsors of this leKislation say 
they are concerned that CRS costs are too hi^, but several features of the legisla- 
tion are virtually guaranteed to drive up costs. Mandating availabiUty of '^ulti-ac- 
eeas' would require CRS vendors to spend millions of dollars on what would ulti- 
mately be an inferior ^atem for vrtucb there is little travel agent demand. Most of 
these coats would have to be paaaed on, and consumers would end uppaying higher 
prices lor air transportation. In addition, restricting the ability of CRS vendors to 
assure themselves of a reliable stream of revenues from usage by subscribers will 
inevitobly mean that travel a^nts will no longer benefit from the extraordinarily 
low automation prices they have eigoyed in recent vears. 

The sponsors of the legislation cannot have it both ways. If they want to avoid 
large increasea in CRS costs, they cannot impose expensive technologicsl require- 
ments and inefndent business arrangements. If they want to maintain the vigorous 
tedmical innovation that has prevailed in the CRS business, and promote the abil- 
i^ of CRSs to operato on a stand-alone basis, independent of their airline owners, 
ther must allow free market prinriplea to govern. 

We urge the Subcommittee not to take hasty action based on rhetoric and the 
urgings of some competitors who ore out to improve only their own positions, but 
instead to consider the present day realities of the CRS business. As Assistant Sec- 
retary Shane noted in his testimony before the House Aviation Subcommittee last 
vear. regulation is inappropriate unless there is compelling evidence that the mar- 
ket is not functioning properly. There is no such evidence Here, certainly not in the 
caae of Covia. Moreover, there is a great danger that these proposala would do af- 
firmative harm to a vigoiously competitive ana innovative higti tech business. 

We would be pleased to respond to questions from the SuMommittee. In addition, 
as noted above, we would welcome an opportunity to meet with the Subcommittos 
and ita stafTto answer questions and to demonstrate the capabilities the Apollo sys- 
tem ofTers for all participating carriers. 

Prepared Statement of Ellen M. Bozman, Chairhan, Arlington County Board 
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ments are directed at the proviswaa of Senate Bill S. 2312 and its companion Bill 
in the Houae, HJt. 3620, that would reallocate slots at High Density Traffic Airports 
by blowing new entrants" or "limited incumbents" to use commuter slotB as air- 
carrier abts. 

Arlington opposes any increase in air<Brrier slot usage because of its impact on 
National Airport, which is one of the four Hi^ Density Traffic Airports suDJect to 
slot regulation. Our concern with this issue was communicated to you this past 
Mardi, when we sent individual letters to Subcommittee members and the chair- 
man of Uie Full Committee spelUng out in detail the statutory, operationat and envi- 
ronmental baaes peculiar to slot reatrictions at National Airport. A copy of this let- 
ter is attadied. 

As nquired by the "Aviation Safety and Capacity Expansion Act of 1990. the FAA 
ia in the process of a rulemaking to promote uie availability of slots at Hi^ Density 
Traffic Airports for "new entrant" or "limited incumbent* carriers. This rulemaking 
(Docket No. 26768) is nearing completion and specifically addresses the issue of ac- 
cess to skita at Hi^ Density Airports. To legislate a change in slot regulations in 
advance of this rulemaking, which should be complete in three months, is pre- 
matuie, and denies Congress the benefit of FAA expertise in responding to the 

A key component of this rulemaking ia a revision of the "Siae or lose* provision 
of the existii^ regulations to increase the slot usage requirement from 66 percent 
to 90 percent. Increasing the slot usage requirement is a practical way to free up 
alota within the etdstli^ pool of alot reaervationa, whit^ could then be allocated to 
"new entrant" or "iimited incumbent* carriers. Experience at National Airport has 
shown that air-carrier slots become "unreserved" each year due to their usage fall- 
ing below the current 66 pereent "^lae or loae" retirement. However, these slots 
rarely become available for "new entrant' or "limited incumbent" air carriera be- 
cause the usage reouirement is sufTiciently low to enable their ownere to reestablish 
reserved statua wiUi only minor schedule acUuBtments, and there is no medianism 
for establishing a "protected" class of air carriers which have apecial status in slot 
availabiliW. Increaamg the "Sise or lose" requirement to 8G percent, for example, can 
realistica]^ be expected to free up slots from within the pool of available air-carrier 
slots at National Airport. This ti^tened standard, when combined with a directed- 
availabilitv of "unreserved* slots to "new entrant or "limited incumbent* air car- 
riers, holds great promiae to resolve the competitive access issue articulated in S. 
2313 and H.K. 3620. The 85 percent requirement is recommended over the 90 per- 
cent figure contained in the FAA rulenwking because it 'provides flexibility for air 
carriers to make minor sdiedule adjustments in response to equipment availability 
and travel demand, without Jeopardizing the "reserved" status oTtbe akts. 

Experience has also shown that air carrier slots become available from time to 
time thiuu;^ diaDges in service patterns by the "establiahed" air carriers. The mast 
recent example is Northwest Airlines' withdrawal of 18 departurea (36 alota) at Na- 
tional Airport, effective thia June. We understand that twenty-eight of these slots 
have been leased by USAir, leaving ei^t slots uncommitted. 

The unavoidable consequence of the approach proposed in the current bills (S. 
2312 and H.R. 3620) ia to increase the burden of noise on communities In the vicin- 
ity of both the originating and destination airports. The use of former "commuter" 
slots as "air carrier^ slots will change the type of aircraft in use, substituting large, 
turbojet aircraft for smaller turboprop or turbojet aircraft. Turbojet aircraft produce 
conaiderably more noise than tunwprop aircraft and large turbojets produce more 
noiae than smaller turbctjets. The noise consequences of this change in the permitted 
fleet mix are obvious. 

An additional concern with the propoaed slot reallocation ia its effect on air aerv- 
ice to communities now served by commuter air carriers. At National Airport, the 
predominance of communitiea aerved by commuter catrien are not served by the 
scheduled air carriers. Allowing commuter slots to be used as air-carrier slots can 
be expected to produce a raid on commuter slots because of the greatlv increased 
vahie of such skits to the air carriers. There is every likelihood that amaJler commu- 
nities now served by commuter carriera will lose service to air carriera serving larg- 
er markets. The loss of such service is a perveraion of the market that should not 
be encouraged. The perveraion would be further compounded if aueh service was re- 
stored throuf^ the "Easential Air Service" previsions, which involve federal subsidy, 
and which, by the terms of the proposed bill, would not be accountable under the 
slot provisions of the Hi^ Density Rule. 

Aa we stated in our letter to you last March, we do not object to conatructive ap- 
proaches to improving access to Hi^ Density Traffic Airports for new air carrien 
or existing air c»rriera wiahing to expand service. We beneve the FAA rulemaking 
underway is a constructive approach, offering a workable solution to the problem 
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without the adverse consequencee dearly lUBOciated with the propoaed bilb. Tlie 
FAA rulemaking Bhtnild be allowed to come to closure and its appraam implemented 
and evaluated Mfore any new legislative solution is pursued. 

lbtteb fbou ellen m. bozhan, chairman, arlington county board 

March 26, 1992. 
The Honorable Wendell H. Ford, 
U£. Senate, 
Washington. DC 20S10 

Dear Senator Ford: We understand you have in your Committee a bill known 
as the "Airline Competition enhancement Act of 1992^ which proposes to alter the 
allocation of fli^t reservations (slots} at High Density^ Traflic Airporta. As the host 
^risdiction for National Airport, we have an abiding interest in any change affect- 
ing flight operations, and are communicating with you in advance of your delibera- 
tions on the bill. 

House Bill Hit. 3620 and iU companion bill in the Senate, S. 2312, would make 
additional air-carrier slots available from within the total pool of slots. By allowing 
'^w entrant" and 'limited incumbent" airlines to acquire slots at Hi^ Density Air- 
ports now reserved lor commuter airline service, these bills: 1) increaae the number 
of allowable hourly and daily flight operations by air carriers; and 2) substitute 
laise turbqjet aircraft for smaller birbojet or propeller aircraft. 

"Ine retention of the 37-per-hour slot reservation for air carrier operatktna was es- 
•ential to our support of the interstate compact that permitted the transfer of Na- 
tional Airport from the federal government to the Metropolitan Washin^n Airports 
Authori^. The fact that this restriction on aircarrier operations at National Airport 
was made an integral part of the transfer legislation underocares the importance of 
operational limits. As a point of reference, attached is a list of the ^milestone" 
events that have established the status quo for slots and their allocation at National 

Ine Arlington County Board is opposed to any increase in air-carrier operations 
at National Airport. The current bills, by allowing increased flints of large turbojet 
aircraft, would impose more noise on the surrounoing communities than is presently 
the case, and would undermine luture noise abatement gains promised by the Air- 
ports Authority in its Part 160 Noise Compatibili^ Plan which was submitted to 
the Federal Aviation Administration (FAA). 

We understand the purpose of these bills is to improve access to Hi^ Density 
Traflic Airports for new air carriers or existing air carriers wishing to expand serv- 
ice, and we do not object to this goal. However, we do object strong to any mecha- 
nism that increases the noise impacts of air<ariier DigtA operations, and Uk two 
biUs, because they do not exempt National Airport, are clearly in that categoiy. In 
our view, the acceas iasue must not be addressed at the expense of the hard-won 
gnins on the noise issue which have been aneed to by the Congress, the FAA, the 
Commonwealth of Virginia, the District of Columbia, and the Airporta Authority. 

We urge you to give these comments your most careful attention In your consider- 
ation of uieee bills. 
Sincerely, 

Ellen M. Bozuan, 

Chairman. 

ATTACHMENT 

The Metrepolitao Washington Ainurts Policy adopted by the Federal Aviation Ad- 
ministration (FAA) in 1981 specifically recognized the Department of Transpor- 
tation's (DOT) objective of "reducing aircraft noise and consestion associated witti 
the prevailing use of Washington National." With regard to slots, this Policy reduced 
by three the number of houriy air-carrier operations at National Airport (to a maxi- 
mum of 37 from the previous 40). To quote the FAA. "The reduction of air-carrier 
hourly slots * * ■ will give relief from noise and groundside congestion.* llw Polity 
also addressed the hourly allocation of operations among different classes of users 
at National Airport, while holding constant the total hourly slots divided among air- 
carrier, conunuter airline, and general aviation fli^t operations. 

A piopoeai to increase the air-carrier portion oT the available hourly slot pool at 
National Airport irom 37 to up to 43 was considered by the FAA in 1^4. In r^ect- 
ing this praposal, the DOT and FAA reached two conclusions that bear repeating 
at this time; 1) reducing the number of flints by larger tuibojet aircraft reduces 
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noise impacts; and 2) increasing the number of allowable daily operations is incon- 
sistent with the FAA objective of reducing aircraft noise and congestion at National 

Tlie status of National as a "High Density Trallic Airport" subject to the "HiA 
Density Rule" is recognized in the Metropoutan Washington Airports Act of 1986 
which permitted the transfer of the operating authority from the federal government 
to the Metropolitan Washington Airports Authority. Section 6009., Subsection Ce)l. 
of the Act precludes the FAA from malting changes to the Hi^ Density Rule at Na- 
tional Airport, stating "The Administrator may not increase the number of instru- 
ment fli^t rule takeofis and landings authorized for air carriers by the Hi^ Den- 
sity Rule (14 CJ'.R. 93.121 et seq.) at Washington National Airport on the date of 
enactment of this title and may not decrease the number of sudi takeoffs and land- 
ings except for reasons of safety." The Act applies this same prohibition to the Air- 
ports Authority in Section 6006., Subsection (c)5.{c), which states "TTie Airports Au- 
thority may not increase or decrease the number of instrument fli^t rule takeoITs 
and landings authorized by the High Density Rule (14 C.FJt. 93.121 et seq.) at 
Washington National Airport on the date of the enactment of this Act. ■ * *" 

The High Density Rule, as applied by the FAA to National Aiiport, establishes 
a precise allocation of flight reservations (slots) between different classes of uaers — 
sir-carriers, commuter airiines, and general aviation. This being the case, any pro- 
posal to shift slots from one category to another is in violation of the Rule, even 
though the overall number of slots remains tilced. 

The PART 160 Noise Compatibility Ran prepared by the Airports Authority and 
submitted to the FAA in the fall of 1991 relies on the allocation of fli^t reserva- 
tions for air-carrier operations established by the slot rule at National Airport. Any 
increase in the number of air-carrier flights during the IS-hour period subject to slot 
regulations will undercut the entire premise of the noise abatement effort, whiA 
u»es the futed number of fli^t operations in combination with a projected increase 
in the proportion of Stage III aircraft in the air-carrier fleet mix at National Airport 
to offer measurable improvement in the noise environment. 



Honorable WENDELL H. FORD, 
U.S. Senate, 
Waakinglon. DC 20S10 

DSAB Senator Ford: 1 am writing to reiterate the Metropolitan Washington 
Council of Governments' opposition to changes to the existing slot rule at National 
Airport. Our position (attached) has been stated to the Subcommittee during pre- 
vious legislative deliberations concerning slot rule changes at National Airport, and 
is re-Bubmitted for the record. 

The key issues raised in the attached correspondence are: 

■ Local governments of the Washington Area have an abiding intereat in main- 
taining the existing statutory limit of 37 commercial air carrier slots at Washington 
National Airport. 

• The slot and hi^ density rules were pivotal to the political conaenaus among 
federal, state, regional and local interests in formulating the legislation tiiat trans- 
ferred National and Dulles Airports to the Metropolitan Washington Airports Au- 
thority. 

• There are safety and level of service concerns that underiie National's sbt rule 
that were reflected in the FAA's action in imposing the rule originally in 1976. 
These concerns should not simply be erased by statute. 

• The current slot rule underiies airport master planning, regional airport facili- 
ties planning, "Part 160" noise mitigation planning and capital improvements pro- 
granuning affecting National Airport. Ihe Airports Authority itself stronf^y favora 
retention of the existing slot rule at National. 

• The frequemy of noise incursion by aircraft is as important as the level of noise 
itself 

1 thank you for the op(x>rtunity to restate the Oiundl of Governments' position 
on this very important regional issue. 

Jambs E. Nathanson. 
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Mahch 18, 1992. 
HoDorable WENDELL H. FORD, 
U.S. Senatt, 
WagkingUm, DC 20510 

Deab Chairman Ford; I want to reiterate the Biletropolitatt Washington Council 
of Goveroments' position on S. 2312, the 'Airiine Competition Equity Act of 1992.' 
It is fum policy oT the Metropolitan Waahin^gton Couocu of Govemmenta (COG) and 
its Conunittee on Noiae Abatement at National and Dulles (CONANDA) to oppose 
legislative initiatives that would alter the existing 37 commercial flighta per hour 
limitation at National Airport. 

We should point out at this juncture that COG and CONANDA are not respond- 
ing to the merits of these poitiona of the pending bill that would propose prohibi- 
tions against vendor discrimination with regard to computer reservation syslcma 
and protection of small community airline passenger service. Our policies only ad- 
dress the part of the legislation concerning increasing the number of slots allocated 
to commercial flighU. 

We know that the transfer of commuter slots to the use of commercial airerait 
service will have a negative noise impact on the residents in this region. Ilie local 

Evemments in COG have an abiding interest in maintaining the radsting statutory 
nit of 37 conunerda] sir carrier operations at Washington National Airport. 
This bill would alter ^is policy; if enacted it would breadi the solemn promises 
on which the legislation transferring National and Dulles Aintorts to the Metropoli- 
tan Washington Airports Authoritv (MWAA) was founded. And as you are aware, 
it would undermine the original oasis for the slot rule at National Airport, llie 
premise for the slot limitation was to limit commerdal operations and, tberd>y re- 
duce some of the onerous noise burden on affected communities in our region. TIm 
preservation of the slot rule is an essential part of these solemn commitments that 
were made leading up to the development of the transfer leeislation oommitmeota 
that made the legislation politically acceptable to the loc^ governments of the 
Washington region. 

I am enclosing for the record more detailed correspondence on this issue which 
addresses our concerns. Please note that this correspondence is related to similar 
le^slative attempts in 1990 and 1991. 

In closiiu,, we request that COG and the affected local pivemments in the r^on 
be given the opporbinity to fully participate in the heanns process on this biU or 
any other legislation before your Committee that provides Sir alteration of the slot 
policy at National Airport. 

Please accept my thanks for being given the opportunity to express our views on 
this criticaUy important issue. 
Sincerely, 

Mary Maroarbt Whippu, 

Chair. CONANDA. 



November 27, 1991. 
Honorable WENDELL H. Ford, 
I/.S. Senate. 
Washington, DC 20S10 

Dear Chairman Ford: I am writing to you in my capacity as the Chair of the 
Council of Governments Committee on Noise Abatement at National and Dulles Air- 
ports (CONANDA), and I am requesting that Washington National Airport be ex- 
empted from S. 1628. The reasons for this request is explained in detail m the bo<^ 
of uiis letter. 

S. 1628 has two main features. It would prohibit the purchase, sale or lease of 
"slots" by commercial air carriers on or after August 1, 1991. Ihe second objective 
is the provision of additional sbts for new entrant carriers at Hi^ Density Rule 
airports. The Federal Aviation Administrator would be required to make a rule es- 
tablishing a pool of slots for such carriers within 60 days of enactment of the legisla- 
tion. This new policy would permit up to a S percent increase over existing slots 
and would termmate the Hi^ Density Rule completely 18 months after of enact- 
ment. Finally, of most importance to the Washington metropolitan r^on, the bill 
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would amend the Metropolitan Waahingtnn Airports Act of t9S6 to accominodate 
this new poUc?. 

The local goveramenti in COG have an abiding intereit in maintaining tlte exiat> 
iojl itatutoi? limit of 37 commercia] air carrier operatione at Washington National 
Airpoit. This bill would change this policy; if enacted it would breaui the solemn 
promises on which the legiBlation transferrins National and Duties Airports to the 
Metropolitan Washington Atiports Authority {AfWAA) was founded. 

A short historical perspective might best establish why we have strong objection 
to that part of the bill that would alter this operational level at National. 

I reauze it is no surprise to you and your colleagues on the Subcommittee that 
the local governments a^jacxnt to National and those impacted hy its flight patterns 
have long sought to control commercial operations there. But. individually and as 
a metropolitan community, we have attempted to be constructive in these eEforts. 
To this end, we supported throu^ COG, the undertaking of airport systems plan- 
ning for the three comioenial facilities that service the Washington region - Na- 
tional, Dulles and Battimore-Waahington httemational Airports. This systems plan- 
ninghas been done for approximBte^ 15 years with planning grants supported by 
theTederal Aviation Admmistration (FAA). It has supplied federal, state and local 
officials much of the information and alt^native development choices for meeting 
Uie air transportation needs of both the Washington and Baltimore regions. Most 
relevant here, however, these planning eflbrts clearly eatabli^ed that National Air- 
port could and should have operational limits, and more emphasis should be placed 
on expanding fadlities and operations at Dulles and BWI. 

Moreover, the need to reduce, or at the very least, stabilize the growth of oper- 
ations at National were verified in cooperative eflbrts by COG and the FAA to ex- 
amine options to curtail noise at National and later, by COG's Committee on Noise 
Abatement at National and Dulles Airports (CONANDA). CONANDA is recognized 
by MWAA as the oflidal regional advisory body on noise reduction matters. 

These system and noise abatement planning efforts manifested themselves in the 
evolution of FAA policy on National which, among other things, established oper- 
ational limits on the number of commercial operations per hour and passenger caps 
at National. The slot limit at National, therefore, predated the imposition of the 
hirii density rule and its origin was based on traffic management. 

In short, the slot rule as applied to National has been an effective tool for manag- 
ing operations at the Airport; it has provided a signifkant deterrent to unbridled 
growth. Accordingly, this rule was pivotal to the consensus among federal, state, re- 
gional, and local interests in formulating the legislation that transferred National 
and DuUes to MWAA. As you know, it was so vital to the accord that it was written 
into the transfer legislation approved by your Subcommittee and enacted by Con- 
gress. I believed this commitment was indelible. It represented a balancing of inter- 
ests and led to a viable compromise. 

The level of operations permitted under the rule was larger than we preferred, 
especially in view of the I^slative repeal in the transfer Act of the FAA rule that 
put a passenger cap at National. But, it did establish atricturea on operatioits in 

grime travel times, and further provided the MWAA with the statutory authority 
ir restricting operations during late ni^it hours. 

A compromise usually does not please everyone. In such negotiations, one must 
forego some special interests to achieve what is in the general interest. I also believe 
fairness requires that the rule should not be chansed afterward. Therefore, S, 1628 
should not be enacted without exempting Nation a] Airport from the scope of its ap- 
plication. 

Finally, Mr. Chairman, I have already indicated the intense interest COG and its 
noise cortmiittee have in finding ways to reduce noise at National. We are sedcing 
solutions that recognize National as an integral part of the air-port system that 
-' " ■ lafCai- '■'-•' f^ .. , « . „ , 



s the National Capital region. It has been a diflicult challenge to fmd ways to 
serve the disparate interests in the corrmiunity, but we have maoe some progress, 
and working cooperatively with MWAA we intend to make much more, Unfortu- 



noise reduction activities it is this single fact. The fr^uency of the noise incursion 
is an important as the level of the noise itself. Thus, more slots equate to more 
:. And, the impacted segments of our regional community have said over and 
again, 'enough is enough!" 

closiiig, Mr. Chairman, please accept my thanks for being given the oppor- 

tnni^ to express our views on this criticaUy important issue. 
Sincerely, 

Mary Makcarct Whipplb, 

Chair, CONANDA. 



>ver agai 
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lbttbr from bbtty ann kane, chair, couhittbe on n0i3b abatehbnt at na- 
tional and dulles airpobts, and james p. moran, hember, council o? gov- 
ernments 

July 18, 1990. 
Honorable Wendell H. Ford, 
U^. Senate, 
Waahington. DC 20B10 

Dear Chairman Ford: We are wriUn^ to ^ in our capadtieB as the Chair of 
the Board of Directors of the Metropohtan Washingtoa Council of Governments 
(COG), mad Choir of the COG Committee on Noise Abatement at National and Dul- 
les Airports (CONANDA), and Mayor of the City of Alexandria and member of ^e 
COG Board, concerning the referenced pending bill before your Subcommittee. 

S. 2861 has two main features. It would prohibit the purchase, sale or lease of 
operating ri^ts or "slots* by commercial air cBrriers subsequent to July 12, 1990. 
itie second objective is the provision of additional slots for new entrant carriers at 
High Denri^ Rule airports. Tlie Federal Aviation Administratar would be required 
to make a rule establishing a pool of slots for such carriers within 60 days of enact- 
ment of the legislation. This new policv would permit up to a 5 percent increase over 
existing slots and would terminate toe High Densi^ Rule completely 18 monUis 
after of enactment. Finally, of most importance to the Washington metnnwlitan re- 
gion, the bill would amend the Metropolitan Washington Airports Act of 1986 to ac- 
commodate this new policy. 

The local governments in COG have an abiding interest in maintaining the exist- 
ing statutory limit of 37 commeiciBl air carrier operatkins at Washingtoa National 
Airport. "Rie Senators' bill would change this policy^ if enacted it would breach the 
solemn ctromises on whk^ the laudation transfemng National and Dulles Airports 
to the Metropolitsn Washiagtnn Airports Authori^ (MWAA) was founded. 

A short historical perspective mi^t best establish why we have such strong objec- 
tion to thst part of tne bill that would alter this operational level at National. 

We realize it is no sunirise to you and your coUeagueH on the Subcommittee that 
the local govemmentB ai^acent to National and those impacted t^ its fli^t patterns 
have long sou^t to curtail commercial operations there. But, individually end as 



a metropolitan community, we have attempted to be constructive in these efforts. 

I.- .l; J ..i .1 1. -v^G, tfie undertakhig of airport s)-' '— 

o J8 that service the Washrngton ._„ 

tional, DuUes and Baltimore-Washington International Airports. This ^stonu plan- 



To this end, we supported tlmni^ COG, ue undertaking of airport systems plan- 



ning for the three commercial facilities that service the Washrngton region — Na< 
""lal, DuUes and Baltimore-Washington International Airports. This ^stonu plan- 
g has been done for approximately 16 years with planning granU supported from 
*uE rederal Aviation Administration <FAA). It has supplied federal, state and local 
officials much of the information and alternative development dioices for meeting 
the air transportation needs of both the Washington and.Baltiroare regions. Most 
relevant here, however, these planning eflbrts clearly established that lAtional Air- 
port could and should have operational limits, and more emphasis, should be placed 
on expanding facilities and operations at Dulles and BWI. 

Moreover the need to reduce or at the very least stabilize the growth of Oper- 
ations at National wei« verified in cooperative eflbrts by COG ana the PAA to ex- 
amine options to curtail noise at National and later, by COG's Committee on Noise 
Abatement at National and Dulles Airports (CONANDA). CONANDA is recognized 
by MWAA as the oflldal regional advisory body on noise reduction matters. 

These system and noise abatement planning eflbrts manifested themselves in the 
evolution of FAA policy on National wliidi, among other things, established oper- 
ational limiU on the number of commerdaL operations per hour and passenger stops 
at National. The sbt limit at National, therefore, predated the imposition of the 
hi^ density rule and its origin was based on traffic management. 

In short, the slot rule as applied to National has been deemed s surrogate for 
managing operations at the Airport; it provided a significant deterrent to unbridled 
growth. Accordingly, this rule was pivotal to the consensus among federal, state, re- 
gional, and local interests in formulating the legislation that transferred National 
and Dulles to MWAA. Aa you know, it was so vital to the accord that it was written 
into the trsnsfer legislation approved by your Subcommittee and enacted by Con- 
gress. We believed this commitment was indelible. It represented a balancing of in- 
terests and led to a viable compromise. 

The level of operations permitted under the rule was larger thsn we preferred, 
espedally in view of the legislative repeal in the transfer Act of the FAA rule that 
put a passenger cap at National. But, it did estabUsh structures on operations in 

Erime travel times, and fiirther provided the MWAA with the statoto^ authority 
ir restricting operations during late night hours. 
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A compromiBe usually does not please evei^ne. In such ne^tiattons, one must 
forego acime apedal intereats Ui achieve what ib in the general mtereat. We also be- 
lieve fairaeas requires Uiat the rules should not be changed afterward. Therefore, 
S. 2681 should not be enacted without exempting National Airport from the ambit 
of its operations. 

One final point, Mr. Chairman, we have already indicated the intense interest 
COG and its noise committee have in finding ways to reduce noise at National. We 
are seeking solutions that recognize National as an integral part of the airport ™- 
t«m that serves the Natianat Capital region. It has been a dimcult challenge to find 
ways to serve the disparate interests in the community, but we have made some 
proKress, and woriiins cooperatively with MWAA we intend to make much more. 
Unfortunately, this bill would thwart these efforts. If one thing has become clear 
in our noise reduction activities it is this single fact. The frequency of the noise in- 
curaion is as important as the level of the noise itself Thus, more slots equate to 
more noise. And; the impacted segments of our regional community have said over 
and over again, "Enough is enoughl" 

In closing, Mr. Chairman, pleaae accept our titanks for being given the oppor- 
tunity to address our views on this critically important issue. 

Sincerely, 

BEmv Ann Kane, 

Chair. CONANDA. 
Jambs P. Moran, 
Member, COG Board ofDirectora. 



NOVEMBKR IS, 1991. 

The Honorable Charles S. Robb, 
U.S. Senate, 
Waahington, DC 20510 

Dear Senator Robb: It has come to my attention that there is an effort under- 
way in the Senate and House to severely weaken or eliminate the slot rule at Wash- 
in^n National Aiiriort by attaching langua^ to legislation being written to correct 
the Constitutional deficiencies in the 1986 airports transfer legislation. 

I view this with great alarm and ask that you assist us by preventing any diange 
in the lonA standing slot limitations at National Airport. 

Firet, the existing slot rule of 37/hr. air carrier operationa and 60/hr. fatal oper- 
ations at National was pivotal to the political consensus among federal, state and 
local interests in forgii^ the le^slation that transferred operation of National and 
Dulles Airports to the Metropolitan Washington Airports Authority. I believe there 
has been general satisfaction with the conditions of the transfer that ultimately oc- 
curred and which localities would like to see retained. The local governments of the 
Washington area view the slot rule as an inviolable pari of the contract between 
the federal, state, aod local levels of govemroent and believe the slot rule is critical 
to the continued envirounental acceptability of ttiis centrally located airp<wt. It is 
aingularlv inappropriate that this consenaua mi^t be overturned by parties who 
will not Dear the environmental and service consequences of changing the rules on 
skits. 

Secondly, in mv opinion, there are safety and level of service concerns that also 
underlie Nationara slot rule that were reflected in the FAA's action in imposing the 
rule oric^ally in 1976. These concerns should not simply be erased by statute. 

Thirdly, the current slot rule underlies airport master planning, re^onal airport 
facilities planning, "Vart 150" noise mitigation planning and capital improvement 
programming affecting National Airport. Ilie Committee on Noise Abatement at Na- 
tional and Dulles Airports at COG takes issue with the assumption that there ia 
sufiicient airspace and groundside capacity to absorb additional slots at National, 
not to mention the unacceptability of^ further noise intrusions that would result. 1 
should add that the Airports Authority itself strongly favors retention of the existing 
slot rules at National. 

Finally, I am concerned about the haste and lack of full legislative procedure that 
seems to accompany important federal policies bearing upon airport noise' issues, 
the most notable example being last year's Airport Noise and Capacity Act, the de 
minimis notice given to interested parties re^rding subsequent FAA rulemaking 
and now, a possible attempt to inject the sbt issue into the airports transfer correc- 
tive legislation. 
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Should vou desire further badtground information on CONANDA'a position on the 
National Airport slot rule, please call Mr. Trevia Maikle, Assistant Director, Depart- 
ment of Environmental Programs. 

Again, we ask for your help and that you woik with your colleagues in the Wash- 
ington area's Congressional Delegation to prevent any legislative or regulatory tam- 
pering with the existing slot rules at National Airport. 
Sincerely, 

Haby Mabgaret Whipple, 

Chair, CONANDA. 



IfiTER Pkom Gregory A. Conlev, Vice President and General Counsel, Covu 

June 24, 1992. 
Honorable WENDELL FORD, 
U£.SenaU, 
Washington. DC 20610 

Dear Chairman Ford; 1 listened with ra«at interest to the testimony of North- 
west Airlines' spokesman at the June 10 hearing before your Subcommittee. Two 
assertions made by Northwest's spokesman were particulartv false and misleading. 
For the record, I have provided you betow with the correct ioformation. 
First, in response to vour question regarding the number of owners of the c 

' ' ' f me me - " - " .... 

you questione . , . , 

would have no owners in addition to Covia's current 7 owners. This is false, llie 



puw. to be created by me merger of Covia ud Galileo, the Northwest spokesman 
said (and confirmed a^n aft^ you questioned his response) that this company 






, resulting from the merger will have at least 10 o' 
me Northwest spakeamao asserted that due to supposed advantages i 



ing fram beinff a hosted CHirier on Covia's Apollo CRS, United was uniquely able 
a mati^ NorUiwest's 'Adults Fly Free" promotional fares on May 26-27 m Apollo. 
This is false. 

On the morning of May 27, Northwest was the only carrier for which those fares 
were displajned in Apollo. Between approximately llAO ajo. and Noon, United re- 
quested Covia to ada in Apollo competitive United fares in appronmately 1S7 nur- 
keta. In accordance witJi Covia's contract with United, the Umt«d fares were made 
available via on-line changes to the ApoUo database. lUs manual eSbrt was com- 
pleted by approximately 2KX) pjn. on May 27. This same basic service (Online Fare 
Updates) is offered by Covia to all participating carriers in Apollo, including, of 
courae, Northwest. It is not unique to a hosted carrier. 

Moreover, United was competitive with NorUiwest only by the afternoon of May 
27, and even then in less than 200 markets (out of the approximately 17,000 total 
United maiketa that contained the fares on Thursday, May 28). 

It is alao important to note ^at initially United'a fares, while available in B tariff 
display, did not contain any rule information. ApoUo, therefore, was unable to auto- 
matically price these fares (i.e., the fares were diaplayahle in the mtem, but the 
ti^ets had to be manually priced). The rules and remaining fares for United, and 
the other carriers that matched Northwest, were loaded at 6:56 a.m. 'Hiursday, May 
28 (somewhat later than normal due to Ihe high volumes created by Northwest s 
bre action). 

Rather than use Covia's online fare updating service. Northwest prefers to decline 
and instead mislead you and your Subconunittee into believing that this service is 
— "-" - '-- - 1 boated carrier like United. This approach i ' ' ' '' '"' 



Northwesf a overall conduct of complaining of disparate treatment «4ien it is North- 
west, and not Covia, which is to blame. (Another example cited in Covia's written 
statement for the June 10 bearing is Northwest's refiisiu to participate in last seat 



availabili^ in ApoUo.) Northwest is pressing Congress for mandated chuiges In 
CRS fiincnonali^, yet it refiises to use the equal functionality that ia already avail- 
able in Apollo today. lliiB more than anjrthing demonstrates that Noittiweat's true 
purpose ia to seek competitive advantage, not equal functionality, Uirou^ legiala- 
tion. 

I hope the foregoing sets the record strai^t on these matters. If you, your staff 
or any other member of the Subcommittee or their staff would like any further in- 
formation, I would be happy to provide it. 

'Ihank you for your consideration. 
Sincerely, 

GrBGORY A. CONLBY, 

^^ce PresideTil and Gtntnd Counael. 
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